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Starting with July, 1956, our magazine, The New York Certified Public 
Accountant, has been published in a smaller and more convenient size, and 
its color and cover design have been materially changed. In fact, the 
magazine has an entirely new format and type-face style. 

These changes were made only after thorough study at a number of 
meetings held during the past year by your Committee on Publications, 
which finally decided to put into effect these changes which have been 
under consideration for some time. 

In the current August issue another change has been made in the Table 
of Contents page which we feel will make it less crowded and easier to 
read. We also plan to enlarge the use of our “Letters to the Editor” page, 
where members can express their views on professional matters in truly 
traditional style. 

From time to time, we expect to make further improvements in the 
publication which we feel certain will enhance its attractiveness, read- 
ability, and value to our members. 

In order to be alert to the preferences of our readers, your views 
are earnestly solicited by the Committee on Publications and the Editor. 
We ask you to send us your personal reactions to these innovations as 
well as your suggestions for further improvements which will make the 
magazine of even greater use and value to our members and our profession. 

—TueE Epiror. 


| Opinions, Please! 








FOR 


Not with a 
your client 
things that 


saving a specific sum regularly each month, quarter, or year. 


The longer he continues the higher his rate of return: In four years his money 

will have earned 3%+14% per year; in seven and one half years 3%-+-1/2%; 3 

in ten and one half years 3%+34%; and in thirteen and one half years Per Year from 
uly 1,’ 


3%-+1%. Corporate accounts welcome. 


These are examples of NINTH FEDERAL’S “SAVINGS-++-PLUS” features. There 
are 13 of them, all explained in Free Booklet CP-7. 


NINTH FEDERAL SAVINGS /@: 
insured to | AND LOAN ASSOCIATION WW 


ACCOUNTS 


$10,000 
RESOURCES 
VER 


$75-00 000 | Hours: 9 to 3; Friday, 9to6 Hours: 9103; Wednesday, 9107 — Hours: 9 to 3; Monday, 
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YOUR CLIENTS? 


NINTH FEDERAL “Live’’ Reserve Account! Competition won't catch > 
if he can compete “cash wise’’ when replacement time comes for 
wear out. Urge him to balance out that depreciation factor by - 


Funds received by 
the 10th of the 
month earn 3% divi 
dends from the Ist 











TIMES SQUARE: 1457 Broadway UNITED NATIONS PLAZA at 45th St. BURNSIDE at WALTON AV 
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Tue Encycorpepia OF Tax PRrocEDURES 
(Edited by J. K. Lasser and Staff of 
J. K. Lasser Tax Institute). 





Operatinc Resutts OF DEPARTMENT AND 
SpectaALTY Stores 1N 1955 (By Malcolm 
P. McNair and David Carson). 


EMBEZZLEMENT CONTROLS FOR Business ENTER- 
prises (By Lester A. Pratt). 


SE.C. AccoUNTING PRACTICE AND PROCEDURE 
(By Louis H. Rappaport). 





The Encyclopedia of Tax Procedures 


Edited by J. K. Lasser and Staff of J. K. 
Lasser Tax Institute. PrenTIcE-HALL, INc., 
New York, N. Y., 1956. Pages: 1,792; 
$29.50. 


At the time of his death, J. K. Lasser had 
started this 1,792-page tax encyclopedia with 
the assistance of 101 tax specialists. 

This voluminous compilation is based on 


| the 1954 Code and arranged in the following 
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mannet : 
PART I Planning an Organization and 
Operation 
“ II Reorganizing the Business 
“TI Business Accounting 
“IV Business Expenses and Losses 
“ —V__ Business Management and 


Problems 


Dividends and Other Relations 
with Stockholders 


“VII Making Sales and Exchanges 


“Vill Making Particular Types of Sales 
or Purchases 


IX Individual Transactions 


“ VI 


As can be seen from the chapter headings, 


the areas of individual and corporate prob- 
lems are covered thoroughly. 

The encyclopedia is well indexed and pro- 
fusely annotated. This is of immeasurable aid 
in finding the answers to particular problems. 

A word of caution is required, however; 
the weakness of all bound tax books is found 
here. Time produces changes in our laws. 

ese changes cannot be incorporated within 
these covers, 

With the above exception in mind, it is an 
excellent compilation of what course of ac- 
tion to follow in order to minimize tax lia- 
bility under the 1954 Code. 


Jospua WacHTEL 


Bernard M. Baruch School of Business 
and Public Administration 
The City College of New York 


(Continued on page 467) 





COMMERCIAL FINANCE 


Best Money 
Move! 


Before your clients make their next 
financial move consult a Jones ex- 
pert for the best plan tailored to 
their individual requirements. 
Send for interesting Booklet ‘‘Us- 
ing Money to Make Money"... 


JONES 


and Company 
« 


Specialists in Commercial Finance 
Since 1938 


292 Madison Avenue, N. Y. 17 
Telephone MUrray Hill 3-3500 
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American Appraisals 
eliminate '‘Ghosts” in 
property accounts 


An American Appraisal original cost 
study and check of physical assets 
often reveal items of property dis- 
posed of, but not eliminated from 
property records — affecting costs, 
profits and taxes. 


The 
AMERICAN 


APPRAISAL 


Company 


leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 














175 Fifth Avenue at 23rd Street 
Flatiron Building New York 
ORegon 4-1200 


Recommended by Accountants, Banks, 
Attorneys and Clients 
Officers and Executives 
Jutius N. MESHBERG Epwarp W. GINSBURG 
SmIpNEY W. DoRMAN SEYMouR I. LEBOWITZ 


Members of Association Commercial Discount Companies, Inc. 
and New York Credit and Financial Management Association. 

















WHAT HAPPENS TO 
PENSION PLANS WHEN 
COMPANY PROFITS 
DECLINE? 


By 1. Austin KELty III 


President, National Employee Relation 
Institute 


Have you ever suggested to a client that; 
pension plan would be an ideal way to obtain 
substantial tax advantages, only to have hin 
say: “Sure, but how do I pay the annual ¢. 
posits if business drops?” 


This is one of the common misunderstan(. 
ings about pension and profit-sharing plans~ 
perhaps because some plans really do becom 
a problem under such circumstances, But it 
is possible to design a plan that’s complete) 
flexible—a plan that is hinged directly 
company profits. If earnings go down, th 
annual deposits can be reduced or skippei 
entirely. Later, if profits go up, the plan ca 
be restored to its original level—or continued 
on a lower deposit level—or converted to: 
“paid-up” plan in proportion to the told 
amount of deposits previously made. Th 
choice is up to the company itself. ——— 





Another mistaken idea about pension-profi 

sharing plans is that many small corporation Nev 
owners think they are ineligible because they 
have too few employees. Even you may bk 
surprised to know that it is possible to have 
a pension plan where only one employee pu: 
ticipates. For the actual fact is that there is 
no minimum on the number of person 
needed to set up a sound plan that is accep! 
able to Internal Revenue for tax deduction 


Would you like to know more about how 
these and other pension-profit-sharing prob 
lems can be solved? As I mentioned in m 
article last month, my organization specializ} 
in helping accountants install pension ani 
profit-sharing plans for their small-corpore 
tion clients. During the past 24 years we have 
designed more than 200 plans . . . working 
closely with the employer’s accountant to 4 
sure the best-possible plan. 
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From this experience have come certtit oa 
ideas and simplified procedures that mat) = 
accountants have found especially helpful. W4 
shall be glad to share these ideas with you 
and to give you a copy of our new bookle! 

Let’s Talk Sense About Pension and Profi 
Sharing Plans. Naturally, there is no oblige 
tion. 

Just write me personally at my office (5 
East 42nd Street, New York 17, N. Y.) 4 . 
call OXford 7-5423. —Advertisement— a x, 

——__ 
Aug 956 





Accounting Firms Need 
; ALL RISKS INSURANCE 


@ On tax and other worksheets, clients’ bookkeeping records, important 
files and other valuable data. 











ation @ There is invariably substantial tax and other extra expense incurred 
in reproducing valuable papers which may be destroyed or damaged 
t that 3 by fire and other perils. 
0 obtain 
ve hi ; 
we ‘e @ Such loss can be best insured under a properly drawn, moderate cost 
Valuable Papers policy. 
erstand: 
plans~ 
—_ For Protection or Particulars Communicate with 
ut it 
npletely 
HERBERT L. JAMISON & CO. 
a 270 MADISON AVENUE, NEW YORK 16 @ Murray HI 9-1104 
ian can 
tinued 
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ie total 
le. The 
n-profil 


wach New Direct Copy Process Revolutionizes Tax Work! 


se they 


may be er P e 

po he Eliminates Typing, Proofreading, and 
ee par: ° ° ° 

there i Transcription Errors—Chief Causes 
eTSONs 

pt of Tax Season Bottlenecks 

uctions 

ut how Accountants from coast to coast report tremendous 
prob savings through use of Bruning Copyflex. With all 
gs mW of its amazing advantages, the Copyflex process is 
scializes simplicity itself. You start with a government- 
on and approved translucent tax form, developed by leading 
or pore tax authorities and pioneered by Bruning. After 
ve have this form is filled in and checked, error-proof fac- 
working simile copies are made in seconds in a Copyflex 
t to as machine, at a material cost of less than one cent 


each per standard form size. JUST ONE ORIGI- 
Compact desk-top Model 100 Copyflex produces up to NAL WRITING DOES IT ALL! Accompanying 
300 copies per hour. Clean, quiet, odorless. ¢ 498 50 schedules are reproduced with the same ease. And 

any Copyflex copy is just as acceptable as_ the 
original for filing with the government. 
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— B R UW N ’ | N G ) For additional information, write, 


obliga phone, or visit 














i C t J CHARLES BRUNING COMPANY, INC. 
Y) ‘ op y ex 100 Reade Street, New York 13, N. Y. 
Se cdi nine lped, written, | printed, oe cram om Phone: BArclay 7-8300 
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Directed by a C.P.A. 


4164 


swine 
Accountants 


& Auditors 
Agency 


15 East 40th Street 
New York 17, N.Y. 
WUrray Hill 3-0290 


The 

Employment Agency 
Exclusively for 
Accounting 


Personnel 


Certified Public Accountants 
Senior Accountants 
Junior Accountants 
Supervising Seniors 
Cost Accountants 
Internal Auditors 
Payroll Auditors 
Accounting Clerks 
Tax Accountants 
Budget Directors 
Field Auditors | 
Systems Men 
Controllers 


Treasurers 
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. Listing. Modern Business Service, 505 Fift 


BUSINESS AND PERSONNE| 
OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $5.0) 

Situations Wanted: 10¢ a word, minimum $20 

Business Opportunities: 15¢ a word, minimum $3.01 
Box number, if used, counts as three words, 


Closing Date—15th of month preceding date oj 
publication. 





HELP WANTED 





Accountant—Senior—Buffalo, New York pub 
lic accounting firm has opening for senig 
accountant with partnership _ possibilities 
Growing, diversified practice, Western Ney 
York area. No overnight travel. Write com. 
plete resumé of education, experience, pe 
sonal data, salary requirements.  Inclué 
small photo. Box 1014, New York CPA, 





BUSINESS OPPORTUNITIES 





Mail and Telephone Service: Desk provided 
for interviewing. $6.00 per month, Directoy 


Avenue (42nd Street). 





Attention Mr. Accountant 

Save Time, Money and Energy! 
TAX RETURNS REPRODUCED in 
Form Acceptable by Federal and State, 
REPORTS TYPED Accurately and At 
tractively!' Thoroughly checked. LILLIA) 
SAPADIN, 501 Fifth Avenue, MUrray 
Hill 2-5346. 





INVESTMENT INFORMATION 
JUSTIN JACOBS 
Digby 4-7140 








Statistical Typing 
IBM TYPOGRAPHY, Offset Printing, Gif 
sham’s, 480 Lexington Avenue, N. Y. Ii 
PLaza 5-6432. 





C.P.A., 31, 7 years public accounting expeti 
ence, State Society member, desires to ass} 
ciate with overburdened practitioner offering 
partnership opportunity. Presently located it 
New York City but willing to relocate. Ba 
1007, New York C.P.A. 
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taxes, Be 


C.P.A., Grossing $10,000.00, Society member TAX AC 


seeks similar practitioner to form a larg 
accounting company or will merge with larg 
C.P.A., time available, New York or Nassal 
Box 1009, New York C.P.A. 


ically In 
counting 
connectio 


015, Ne 


l 


_____F Clients n 





with larg 


Office for Rent, Lindenhurst, L. L. RaQ contract 
opportunity for C.P.A. Beautiful offices #anq EDP 








Shopping Center, 800 car parking. Call K ences, A 
—TUrner 8-1683. N.Y. 17 
(Continued on page 465) 
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BUSINESS OPPORTUNITIES (Cont'd) 
(Continued from page 464) 





Complete Set U.S. Board of Tax Appeals 
Reports—Volumes 1 to 47 inclusive; Journal 
of Accountancy—Volumes 21 to 61 inclusive 
Bound and Index 1923-1940—Monthly Issues 
_July 1936 to December 1955 inclusive; Ac- 
countants Index — 1920; Accountants Index 
Supplement — 1921-1923; Accountants Index 
Supplement—1923-1927; N. Y. State Society 
CP.A. Bulletins—January 1931 to July 1934; 
the Certified Public Accountant — October 
1934 to December 1955— Monthly issues; 
also, used 18 inch Royal Typewriter with 
stand and Remington Line-a-Time. Box 1018, 
New York C.P.A. 
CP.A., age 49, $20,000.00 practice seeks con- 
nection with medium sized accounting organi- 
zation on an equitable basis. Box 1013, New 
York CPA. a =e 
CP.A., with quiet practice, desires office in- 
cluding services, with C.P.A. Box 1016, New 
York C.P.A. 
CPA, age 36, top-level senior, 14 years 
heavy diversified experience, partnership cali- 
her, seeks to become associated with over- 
burdened practitioner or firm with potential 
growth to partnership status. Box 1017, New 
York C.P.A. 

SITUATIONS WANTED 
CP.A., age 40, 20 years public experience in 
all phases of accounting, with emphasis on 
institutions, nonprofits, fund raising, hospi- 
tals, investments, funds, real estate. Seeking 
part-time or per diem work. Box 1008, New 
York C.P.A. 

Immediately Available 
Accounting & Bookkeeping Personnel 
“Bookkeepers & Accountants Agency” 
130 W. 42 St., N.Y.C.—Call LOngacre 4-1740. 
Statistical Typist, experienced with CPAs, 
knowledge shorthand, IBM, desires part-time 
or homework, Queens resident. Box 1010, 
































f New York C.P.A. 
7) C.P.A., 10 years experience small to medium 





audits in various industries. Permanent posi- 
tion or per diem. Willing to travel. Box 
1011, New York C.P.A. 

Assistant Comptroller, C.P.A., Law Degree, 
presently employed, seeks change. Over 25 
years diversified experience, public and _pri- 
vate. Office management, financial statements, 
internal controls, credits and_ collections, 
taxes, Box 1012, New York C.P.A. 

TAX ACCOUNTANT—C.P.A. 15 years, bas- 
ically Income Taxes; thorough public ac- 
counting background; seeks Tax Department 
connection; public or private, $7,000. Box 
1015, New York C.P.A. 

Clients need systems work? Analyst formerly 
with large C.P.A, seeks work on per diem or 
contract arrangement. Office machines, IBM 











i Kar and EDP, forms, manuals, time study. Refer- 


ences. A, Carmi Gamoran, 509 Fifth Avenue, 


N.Y. 17, MU 7-0890. 
<2 ill 
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NEED HELP ? 


eu can help 
j Dependable 





Wm. Schnuer, BBA, MBA 
Licensee 


FIFTEEN YEARS 


of 
DEPENDABLE 
SERVICE 
to 


ACCOUNTANTS 










and 

e COMPTROLLERS e BOOKKEEPERS 

© OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. 1° STENOGRAPHERS 
Juniors e TYPISTS 

e EXECUTIVES e CLERKS 













PROMPT SERVICE 


Wm. Schnver 
Licensee 







Shirley Schnver 
Licensee 


D 


EMPLOYMENT AGENCY 


220 W. 42nd St. © New York 36 
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Vacation Sights are advertised extensively Ope 
and with bumper signs. By 1960 an extra for Bookkeepers 5 
new cars will be bumpers on the sides, in By 

re ersonnel e B 
order to have room to put the signs: Joyland, Ne 

s, i ee a ae ‘ No 
Toyland, Eas t Pole, West I ole, Santa Claus 509 Fifth Avenue Sc 
City, Santa Claus’ Barn, Cow’s Caverns, Old New York 17, N Bo 

~ re oo 4 “4 py 
Mother Duck, Pleasure Island, Stockade Vil- gency - NY, $5. 
lage, Land-I-Don’t-Believe, Old McGobble’s MUrray Hill 7-325) Th 
Farm, etc. repo! 
ra ; deh bie Tree speci 
For no money and less time, there are vaca- — pea 
tion sights you and the kids will never forget. ee S W/ om pa 
Take the less-used roads—and drive slowly . Ly repo! 
(or “slow”, per traffic English). Then you the | 
ees Half - 
may see and hear: a bobolink, singing as he i er Te 
flies; a doe with its fawn, listening for danger ONNEL AGENCIES { prin 
sounds; a meadow lark whistling; a fox sit- pers 142 street, N.Y. from 
ting in the road; a porcupine meandering i 4-3834 The | 
across the pavement or climbing a tree; a — — 9 h office eg 
beaver waddling to the water; a partridge ae. ° os.t5 Queens Plazo semen 
and chicks wallowing in the dust; or the one ro ‘ ‘fod Public Accountant their 
we saw only once, many years ago—Mamma ek Directed by a Certifie with 
Chipmunk followed by her four children, run- hap 
, . : : est 1 
ning like a train of cars along a wall, then autho 
up a tree, then presto—five bright faces in The 
five tree notches, looking down at us. Sectio 
Drive fast—and see the hospital; drive Pon 

slow—and see the world. 4 —— A 
6 4 ») ) devote 

— onl - ~ ~ 
Leonarp Houcuton, CPA B 0 O K E i I E I oe pe 
int 


Saranac Lake Branch of 


the “Adirondack Chapter.” U N L. | M | 5 i E [) ve 
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Uy au mle PNG ORY source 

BLADES & MACAULAY INC AGENCY fi 
INSURANCE ADVISERS ey 
FOr partic 
waneCirhw@ BY A C,P.A omy 

Complete Surveys of ; 
Corporate Insurance Affairs RESPONSIBLE #2 


No Insurance Sold 


744 BROAD STREET NEWARK 2, N. J. 

Established 1926 BOOKKEEPIN By 
PERSONNEI Balt 
able 
EXCLUSIVELY) 3a 


EXPERIENCE) $B 

















P Prac 
/- Ments 


APPRAISALS a 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 299 MADISON AVE., NEW YORK 11 oT 


STANDARD APPRAISAL COMPANY TELEPHONE: OXFORD 7-223] ‘ppd 


PITTSBURGH 6 CHURCH STREET ATLANTA termin 











BOSTON CHICAGO Ment 
PHILADELPHIA NEW YORK,N. Y. gr ‘fours 
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Book Reviews 





(Continued from page 461) 
Operating Results of Department and 
Specialty Stores in 1955 


By Malcolm P. McNair and David Carson. 

Bureau of Business Research Bulletin 

No. 145, Harvarp University GraDUATE 

Scooo. oF Business ADMINISTRATION, 

Boston, Mass., 1956. Pages: vii + 70; 

$5.00. 

This, the thirty-sixth in a series of annual 
reports on the operations of department and 
specialty stores prepared by the Harvard Bu- 
reau of Business Research, marks a sharp 
transition from the past. It is the first such 
report presenting exclusively figures based on 
the new expense center method of expense 
classification promulgated by the Controllers’ 
Congress of NRDGA. Although the authors 
are apologetic as to shortcomings resulting 
from the transition, they have no need to be. 
The report is most informative and based on 
data submitted by 342 department stores 
and 87 departmentalized specialty stores, it 
presents statistics which store executives and 
their advisors will find most enlightening both 
with respect to comparisons for last year and 
as a guide to the future. Of particular inter- 
est is the textual material supplied by the 
authors. 

The report is divided into five sections. 
Section I presents a summary of 1955 results 
covering pertinent highlights and an appraisal 
of current problems. Sections II and III are 
devoted to expense center productivity data. 
These sections should be required reading for 
all interested in the field. Section IV presents 
a series of special analyses of great interest 
and Section V the general operating results. 
There is also an appendix explaining the 
source data and various significant statistics. 
The report contains 30 tables and 3 charts. 

Professor McNair and Mr. Carson are to be 
complimented on the results of the efforts, 
particularly in view of the problems they en- 
countered in the expense classification tran- 
sition, 


New York, N. Y. 


LEonaArRD Price 


Embezzlement Controls for Business En- 
terprises 


By Lester A. Pratt. Finetity anp Deposit 
Co, or MaryLanp, 2244 Fidelity Bldg., 
Balt. 3, Md.; June, 1956. Pages: 32; avail- 
able without charge to employers who 
Tequest it on their business letterheads. 


Practical methods of combatting embezzle- 


ments of money, merchandise and other ma- 


terials are described in this booklet, written 


| by a nationally recognized authority on fraud 


Prevention. It contains a check list for de- 
termining the adequacy of a firm’s embezzle- 
ment controls. 

(Continued on page 512) 








ACCOUNTS | 


. Service Factors Company 








‘RECEIVABLE 
LOANS 


A unique Service for those of 

your clients who can profitably 

use additional Working Capital 
in their business 


Orifrrcr 
LOWEST RATES - 
- NON-NOTIFICATION 


Ontircrr 





450 7th Avenue M. Jolles 
New York City — La 4-7661-2 


serving your clients over 20 years 

















COLUMBIA 
UNIVERSITY 











INSTITUTE OF 
ACCOUNTING 


Qualified men and women, graduates of 
high school or more advanced education, 
are eligible for this program of instruction 
affording a background of accounting and 
other phases of business and industry, as 
well as preparation for CPA examinations. 
Day and evening courses; full and part 
time programs arranged. 








Registration Friday, September 21st, 
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HAROLD R. CAFFYN 


“A Saga of Service” 


There is a natural human desire on 
the part of those members of a Society 
who are truly interested in it to take 
an important part in its activities. The 
desire—based on this motive of deep 
interest is laudable — for without it 
progress would be laggard. 

The background of some of those 
who have held high posts is not always 
known. As with an iceberg, the shining, 
elittering one-eighth that.projects above 
the water has the solid base of seven- 
eighths not visible. 

Harold Caffyn is a remarkable dem- 
onstration of this. Early in his account- 
ing career he joined the American In- 
stitute of Accountants and immediately 
began unobtrusive, but active service 
on its committees, starting with the pro- 
saic but important Committee on By- 
Laws in 1928. Every year since he has 
functioned on some committee as a 
member or chairman, or as an officer. 
The list is impressive: Budget and Fi- 
nance (1935-36; 1950-53); Special 
Committee on 50th Anniversary Cele- 
bration (1936-37); Cooperation with 
Bankers (1937-39): Board of Exam- 
iners (1940-46); Student Societies 
(1940-41); Public Information (1946- 
48); Selection of Personnel (1947- 
90); Placements (1948-49); Treasurer 
(1950-52) ; Executive Committee (1950- 
93); Publications (1950-52); By-Laws 
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(1953-55); Advisory Committee on 
Professional Ethics (1955-56). 

He received his New York State 
Certified Public Accountant certificate 
in 1936 and promptly joined the New 
York State Society in 1937. Again he 
went to work and in the New York 
State Society has every year served on 
at least one committee. In 1947 he 
served on five. The record is once more 
impressive: Meetings (1938-40); Pub- 
lications (1939-41); Public Relations 
(1939-41; 1951-52); Cooperation with 
Credit Men (1941-42); Administration 
of Accounting Engagements (1943-44) ; 
Wartime Economic Controls (1943-45) ; 
Cooperation with Veterans (1944-46) ; 
Administration of Accountants’ Prac- 
tice (1945-48); Education (1947-48) ; 
Membership (1947-48); Auditor’s Lia- 
bility and Liability Insurance (1947- 
48); Director (1948-50; 1955); Com- 
mittees (1949-50); Cooperation with 
State Education Department (1949-50) ; 
Nominations (1949); Cooperation with 


the Bar (1950-51); Vice President 
(1951); Awards (1951); Survey 
(1952-53); First Vice President 


(1954); Advisory Committee to the 
State Comptroller (1955); President 
(1955); and Advisory Committee on 
Appointments (1956). 


I doubt that there is any one in the 
profession who has such a record of 
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continuous, _ self-sacrificing, effective 
service as Harold Caffyn. He is a shin- 
ing example to the younger men. With 
all of this activity he still has had time 
for fascinating hobbies—travel, pho- 
tography, music, community and char- 
itable work. 

Harold Caffyn has given of himself 
unstintingly. What he has received in 
return are intangibles—the conscious- 
ness of service to a great and growing 
profession and the companionship, 
respect and affection of hundreds, if 
not thousands, of people all over the 
United States. 

The Bohemian Club of San Francisco 
has in its membership many artistically 
talented people, as well as many business 
men. At its annual gathering in a 


solemn grove of giant redwoods, musi 


cal shows written by members are pro. ) 


duced, orchestras of members give cop. 
certs, and members give superb talks 
on an infinite variety of subjects, Na. 
turally, a few carry the leads and the 
spotlight is on them. The many others 
who participate serve without the lime. 
light. These, they say, are “carrying g 
spear for Bohemia”. Harold Caffyn 
carried a spear for the Institute and the 
Society for many years before he came 
into the spotlight. What he has done, 
is something which the younger mem. 
bers of the Society well may emulate, 
It is indeed a saga of service. 


ArTHUR B. Foye, 
President 
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By Paut W. Pinkerton, C.P.A. 


) An Example of Advisory Services by CPAs 


This paper presents a case study showing how an accounting firm 
rendered invaluable assistance to one of its clients in connection with the 
financing of the latter’s growth and expansion. 


It is not unusual that a company 
should turn to its CPAs for advice and 
assistance at a time when new capital 
is needed. As with other types of man- 
agement advisory services, the extent to 
which such service can be rendered de- 
pends largely on the training and ex- 
perience of the practitioner and his staff. 

The situation existing when new capi- 
tal is needed often suggests the advisa- 
bility of establishing or revising fore- 
casting and budgeting procedures, and 
loan agreements may well require re- 
ports not previously prepared. The CPA 
is qualified to assist in the development 
of needed revisions in accounting pro- 
cedures and reports. 

Similarly, other procedures of a grow- 
ing company should be reviewed and 
revised in the light of changed condi- 
tions, 





Pau. W. PinKeErTON, C.P.A., is a 
member of our Society and of the 
American Institute of Accountants. 
He was graduated from the University 
of Michigan in 1938. He is a partner 
of Haskins & Sells. Mr. Pinkerton has 
served on committees of the Society, 
and is presently on the Committee on 
Management Advisory Services. 

This paper was presented by him at 
a panel discussion on Management 
Advisory Services, which took place 
on June 5, 1956, at the Twenty-third 
Annual Conference of the Society, 
held at Pocono Manor Inn, Pocono 
Manor, Pa. 
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Background of the Subject— 

Company’s Problem 

These opportunities for service were 
presented in a case with which I am 
familiar. The company involved has 
been a fairly small manufacturer of elec- 
tro-mechanical equipment. The equip- 
ment, which is used in only one industry, 
is leased rather than sold. The lease 
provides for service and maintenance by 
the owner. 

For many years the company’s growth 
had been steady but not rapid. The 
capital needed to finance the construc- 
tion of the equipment was obtained by 
reinvesting earnings. 

Within recent years the situation has 
changed materially. Through a natural 
transition the company entered the elec- 
tronics field, after the development of 
an electronic system designed for an 
industry entirely different from that 
originally served. The principle of this 
equipment is applicable to many indus- 
tries but each equipment system requires 
extensive designing for the special pur- 
pose to be served. 

Althought the company was entering 
the electronics field, the demand for the 
electro-mechanical equipment continued 
at a steady pace. 


Five-Year Cash Forecasts 

Recognizing the need for additional 
capital, the company called in its ac- 
countants. The accountants began by 
preparing, in conjunction with the com- 
pany’s treasurer, a cash forecast for five 


years. In making the forecast, it was 
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of course necessary for the company’s 
executives to make various estimates of 
future activity—not a simple task. 

An important element affecting the 
forecasts related to income taxes. I’m 
not suggesting that the accountants could 
tell their client what the rates would be 
into the distant future. That would be 
expecting too much. But a major factor 
in estimating the incidence of income 
taxes hinged on the accounting treat- 
ment of engineering and development 
costs, which were expected to be rela- 
tively heavy. 

Financing the Expansion by 

Incurring Debt 

On the basis of the forecasts and 
related material, the management of the 
company decided it was advisable to 
finance the expansion by incurring debt, 
rather than by issuing stock, because it 
appeared that the expansion for two or 
three years would be at a fairly constant 
rate, rather than at an increasing rate. 
After this period, cash resulting from 
regular operations was expected to pro- 
vide the additional long-run capital. 

Two types of debt financing seemed 
advisable: 

1. Short-term bank loans, to finance 
the engineering and construction of 
the equipment, over a period of 
10 to 20 months, and 

2. Longer-term loans (from an_ in- 
surance company), for carrying the 
equipment during the rental period 
of 8 to 10 years. 


The amounts required and the repayment 
terms were worked out in negotiations 
by the company with the lenders, on 
the basis of the forecasts. 

The bank loans took the form of 
revolving credits, issued for a term of 
three years, but repayable earlier from 
the proceeds of the insurance company 
loans. 
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The longer-term loans took the form 
of collaterial trust bonds issued serially 
at the time of installation of. each elec. 
tronic system, repayable over the term 
of the lease. Most leases are for a term 
of eight to ten years. Financing of about 
a dozen electronic systems was provided 
for in the collateral trust agreement. 

During the negotiations, the com. 
pany’s attorneys consulted with the ac. 
countants in connection with the account- 
ing and financial aspects of the loans, 
Particular attention was given to the 
wording of covenants relating to ac. 
counting matters. 


Systemization of Accounting and 

Reporting Practices 

The preparation of the original cash 
forecasts had been very time-consuming 
because of the absence of any systematic 
method of obtaining the necessary in- 
formation. The revolving credit agree. 
ment provided that the company would 
submit to the bank quarterly cash fore. 
casts covering the succeeding eighteen 
months. The next phase of the account- 
ants’ service accordingly was directed 
toward the design of a routine system of 
assembling the information needed. Un- 
der this system the company assigned 
responsibility for each element of the 
forecast to the proper individual in sales, 
engineering, manufacturing, and so on. 
A time-table for the submission of the 
subsidiary data was prepared. The 
treasurer’s duties in connection with the 
forecasts were to coordinate the work 
of others, to develop the information as 
to proceeds of loans and loan principal 
repayments and interest, and to assemble 
the forecast. 

The company’s management recog: 
nized that revisions in the structure of 
management reports would be required 
in order to guide and control the opera- 
tions of the business, which was rapidly 
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changing its character. In consultation 
with the accountants, a system of reports, 
based on a profit plan, was developed. 
One of the basic reports was designed 
to show the estimated profit on each 
contract for electronic equipment, by 
years, on what might be called an 
“actual” basis. The report also showed 
the same information in total for all 
contracts. The profit picture was affected 
by reason of the treatment of design 
and engineering costs as period costs. 
Subsidiary records were developed to 
permit the accumulation of such costs by 
contract. An equitable method of allo- 
cating overhead costs between the elec- 
tro-mechanical line and the electronic 
line, and by contract within the latter, 
was developed. 

This type of report was necessary in 
order to permit comparison of projected 
and actual results periodically, by con- 
tract, for appropriate action. 


Review and Cost Control Procedures 

The first budget prepared under the 
loan agreement indicated that a cash 
deficiency would be created within the 
eighteen-month period. The manage- 
ment reviewed this situation with the 
accountants and two steps were decided 
upon: 


1. The 


program, and 


initiation of a cost control 

2. A stretch-out of the period dur- 
ing which initial engineering and 
manufacturing costs would be in- 
curred, 


The cost control program began with 
discussions with the heads of the various 


departments to point out the need for 
lower costs and to explore areas where 
costs might be lowered. As a result of 
the initial discussions, the forecast ex- 
penses were reduced materially, in part 
because the original estimates were too 
liberal. The cost control program is of 
course implemented by reports compar- 
ing the planned costs with the actual. 

After this more careful projection of 
costs on the basis of the original sched- 
ule, a study was made to determine what 
engineering and construction costs could 
be postponed or incurred over a longer 
period. Because of delivery commit- 
ments, little could be done about con- 
tracts which had already been executed. 
Accordingly, the engineering effort de- 
voted to prospective contracts was to 
be reduced and longer deliveries were 
to be quoted. 

The growth of the company during the 
recent period suggested to the company 
that a general review of accounting and 
paperwork procedures would be in order, 
and the accountants were asked to make 
such a review. Many areas of opera- 
tions had already been covered in con- 
nection with the studies of forecasting, 
management reports, and cost control. 
Only minor revisions in procedures were 
recommended as a result of the general 
review. 

The services which were rendered by 
the accountants to this company are 
perhaps typical of those which might be 
rendered in similar situations. All of 
the services rendered were directed at 
specific problems. All of the services 
rendered were directly related to ac- 
counting or financial matters. 








Production and Inventory Controls 
In Apparel Manufacturing 


By Louts J. Kiern, C.P.A. and Ricuarp H. Gotpsere, C.P.A. 


This article, in the nature of a case-study, shows how the apparel manu- 
facturing industry controls production and inventories. Many accountants 
may be able to render a valuable management service to their clients jn 
setting up such basic controls as these. 


To understand inventory controls in 
apparel manufacturing it is very help- 
ful to the accountant to know the con- 
ditions under which this industry oper- 
ates and the way these conditions affect 
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its planning of purchases and produc. 
tion. Within this framework, it is then 
possible for the accountant to see how 
inventory controls are set up. Since ap- 
parel manufacturing embraces many 
industries within it, the scope of this 
article will be general. It will deal with 
those problems and practices which ap- 
ply to most companies in this field. 


For reasons of space, this article will 
not deal with controls over materials 
and garments in the hands of outside 
contract manufacturers, although the 
use of contractors is common in the 
apparel industry. 


Basic Factors Underlying the 

Apparel Industry 

The apparel manufacturing company 
faces an unusual set of conditions in its 
effort to make a profit. It operates in 
a highly competitive market. It makes 
a wide variety of items in terms of gar- 
ment patterns, fabric patterns, colors 
and sizes. 


Furthermore, it deals with a consum- 
ing public whose tastes can change very 
quickly. Thus, in certain instances, it 
must turn over its inventories of raw 
materials and finished stock quickly to 
avoid loss of value. The turnover nec- 
essary varies with the type of apparel 
made and with the particular segment 
of the consuming public for which the 
product is designed. There are two ex- 
tremes in the type of apparel and the 
type of customer. 
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On the one hand, there is the com- 
pany which concentrates on the “style 
market.” It relies heavily on its ability 
to anticipate changes in fashions or to 
create the changes itself. Its product is 
relatively high-priced, with a substan- 
tial markup. This markup reflects the 
sales, advertising and merchandising 
efforts needed, as well as the risks and 
losses which are likely from bad 
guesses. If successful, such a company 
is less concerned with price competi- 
tion, but style competition will force it 
to stay constantly alert to market 
trends. To survive, it will have to be 
dominated by a strong merchandising 
concept which will control both selling 
and production closely. Production 
costs will be secondary, but exact tim- 
ing and flexibility in design, purchas- 
ing and production will be crucial. 


At the other extreme, a company 
may make low-priced “staple” garments 
for the mass-market. Here, style aware- 
ness will be important but style changes 
in this market will be more gradual. 
However, price competition will be 
keen. It takes little capital to enter this 
branch of the apparel industry, so that 
many marginal companies will be com- 
peting in it. The struggle for existence 
among many companies will tend to 
force prices down to a subsistence level. 
The successful manufacturer in this 
field must control and minimize every 
item of production and overhead cost. 
Profits will depend on fractions of pen- 
nies. The organization will be domi- 
nated by a strong selling function and 
a strong though subordinate production 
function. 


Despite the differences in markets, 
the basic controls needed over produc- 
tion and inventories will be very sim- 
ilar for both companies. This article 
will show how an apparel manufactur- 
ing company organizes its planning 
and control function, how the levels of 
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various types of inventories are con- 
trolled, and how the accounting func- 
tion keeps its own overall controls over 
inventories. 


Organization for Inventory and 
Production Controls 


Typically, the necessary records for 
controlling production and inventories 
will be kept under the supervision of 
a person called the Merchandise Mana- 
ger (more likely in a company manu- 
facturing apparel for the style market) 
or the Production Manager (in staple 
apparel manufacturing). This person 
will be responsible for deciding the 
overall quantities of raw materials to 
be purchased, subject to review of his 
policies by top management. The raw 
materials will consist of: 

1. Piece goods—the basic cloth. 

2. Trimmings—the linings, buttons, 

thread and any materials other 
than the basic cloth. 


This person will also decide the over- 
all quantities of various types and 
styles of garments to be produced, and 
when, based on sales trends. This per- 
son is in effect a buyer, with responsi- 
bilities similar to those of a buyer in a 
merchandising organization. 

A Production Department will usu- 
ally report to the Merchandise Manager 
or Production Manager. This depart- 
ment will keep records and will trans- 
late the overall plans into specific 
schedules for purchasing materials and 
manufacturing. It will keep records, 
decide on the breakdown of sizes to be 
produced, prepare schedules and follow 
up on progress. 

Usually, the Production Department 
will not process customer orders or 
follow up to see that they are shipped 
on time. This is more likely to be the 
function of the Order Department. As 
part of its work, the Order Department 
will tabulate incoming orders by fabric, 
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pattern, style, color and size. The Pro- 
duction Department will use this tabu- 
lation as source material for its records. 


Since the Production Department 
controls such a large part of the assets 
and expenditures of an apparel manu- 
facturing company, a fraud in this de- 
partment can have a major effect. If 
no independent records are kept, some- 
one in this department can enter into 
collusion with a plant employee to con- 
ceal shortages. For this reason, the 
Accounting Department will usually 
keep an independent record of inven- 
tories. This record need not be detailed. 
It will show overall totals of various 
types of goods in raw material, in 
work-in-process and in finished stock. 
When a physical inventory is taken, 
this record will be used for the recon- 
ciliation. At this time, the Production 
Department’s records will also be rec- 
onciled and adjusted to the physical 
count. The techniques for making rec- 
onciliations with inventories will be 
discussed later. 


The Accounting Department’s overall 
inventory record is frequently tied-in 
with an estimated cost system. If this 
is done, the Accounting Department 
has both a check on physical quantities 
and a measure of the effectiveness of 
each stage of manufacturing. 


Control Over Raw Materials 

The starting point for control over 
raw materials is the pre-season estimate 
of sales by general type of garment. 
This is worked out by the Merchandise 
Manager in collaboration with other 
department heads and top management. 
From this, considering both estimated 
sales and finished stock carried over 
from the previous season, he will de- 
velop an overall production plan. This, 
in turn, will be translated into quanti- 
ties of piece goods and trimmings 
needed. As a last step, the Merchandise 
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Manager will give effect to materials 
carried over and will work up an over. 
all buying plan for the season. In prac. 
tice, a company may plan some of its 
line to use up leftover materials, if this 
is possible. 

Within the framework of the overall 
buying plan, a more specific short. 
range buying plan will be worked up 
for particular raw material items. This 
plan will keep the level of inventories 
at the most favorable point. This will 
be a compromise which considers: 

1. The cost of carrying inventories. 

2. The space available for storage. 

3. The length of time required to 

get delivery on purchase orders. 
This will be a major factor in the 
apparel industry since raw mate- 
rial sources do not carry excess 
stocks. Commitments may have 
to be made well in advance of 
the time when apparel production 
is at its peak. Delivery time will 
vary with the particular item. 

4. The relative risks involved in 
consumer style preferences. Cer- 
tain fabric colors or patterns and 
certain trimmings types may 
themselves be subject to changes 
in public tastes. The unused ma- 
terials, as well as excess garments 
made from them, may have to be 
sold at a loss. 

5. The inventory backlog needed to 
keep the plant operating steadily 
at an economical level. 

The short-range buying plan will be 
watched constantly as the manufacturing 
season progresses. Modifications will 
be made wherever possible as actual 
sales orders are tabulated. 


Raw material recording will begin 
with the purchase order. This will be 
entered on a Material Available record 
for each style and color of piece goods 
and major trimmings. 
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This record will show: 
Purchases: 
Date 
Purchase Order Number 
Quantity Purchased 
Quantity Received 
Balance on Order 
Quantity Ordered Cut 
Balance Available for Cutting 
Quantity Actually Cut 
Balance on Hand 
Quantity received will 
from a receiving report or from the 
vendor’s packing slip, approved by the 
Receiving Department. 


be posted 


Deductions will be based on cutting 
orders rather than reports of quantities 
actually cut. This will give the Pro- 
duction Department an immediate pic- 
ture of material still available for 
cutting orders. When actual cutting is 
reported, the difference between esti- 
mated and actual yardages cut will be 
used to adjust the Balance Available 
for Cutting. 

Control over minor 
mings, such as buttons, thread, straps, 
bindings, material for inner construc- 
tion, labels, boxes, etc., is usually less 


items of trim- 


rigid, since these are relatively low in 
value. Perpetual inventories and avail- 
ability records need not be kept if this 
would require a high volume of clerical 
work in relation to the value controlled. 
Instead, the plant may keep these items 
in bins which can be quickly inspected 
for items running low. In well-con- 
trolled operations, the Production De- 
partment will set up a reserve stock 
level and a standard ordering quantity 
for each item. The reserve stock will 
be kept in a separate section of the bin. 
When this stock is first used, the person 
withdrawing it will send a_pre-typed 
“Traveling Requisition” to the Pur- 
chasing Department as an automatic 
request to buy the standard ordering 
quantity. 
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Beyond this, the Purchasing Depart- 
ment will keep a record of purchases of 
each item, and this will be scrutinized 
for propriety in relation to production 
levels. 

Instead of keeping a stock of trim- 
mings, some companies will order trim- 
mings for each production lot. This 
may be done if trimmings cannot be 
used in other styles, or if production 
lots are large or if trimmings purchases 
can be obtained quickly. Buying for 
each production lot gives effective 
control if trimmings invoices are corre- 
lated with cutting orders by the Ac- 
counting Department. 

On piece goods and major trim- 
mings, the Accounting Department will 
make a periodic reconciliation of book 
balances with the physical inventory. 
The book balances will be based on the 
total yardages of each major type of 
material, considering: 

Opening Inventory ..... is¢ee 
Purchases—from vendor 

Hivolees” (4c. 4- 4s ECE LCC. 8 o> 
Total Available 
Less: Actual Cuttings—from cut- 

ting reports (actual yardage 

consumed ) 


Pee . xx 


Computed Inventory ..... xx 


This reconciliation will give the Ac- 
counting Department final control to 
see that all material has been accounted 
for. Actual cuttings should come from 
cutting report copies received direct 
from the plant, not routed by way of 
the Production Department. 


Control Over Production and 

Finished Stock 

The starting point for control over 
production and finished stock is the 
pre-season manufacturing plan. This 
will provide for production of initial 
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stocks of all items which have been 
adopted for the line, subject to inven- 
tory carryovers. 


As soon as the season begins, an 
Order Balance Record will be kept for 
each style, color, model, size, etc. This 
will be scrutinized constantly by the 
Merchandise Manager, to decide how 
much to produce of each style in the 
immediate future, in relation to stock 
and sales. He may also watch this 
record to see the general progress of 
shipments to customers in relation to 
deliveries from the plant. 


This record will also be used by the 
Production Department to break down 
the Merchandise Manager’s cutting or- 
der for a style into the quantities of 
each color, model and size to be pro- 
duced. This department will also break 
down the basic cutting order into eco- 
nomical cutting and sewing lots, and 
will set up the manufacturing schedule. 


The Order Balance Record (some- 
times called a Status Record) will usu- 
ally have the following information for 
each style, color, model and size: 


1. Sales Orders to Date. This will 
come from tabulations of cus- 
tomer orders. Adjustments will 
be made for order cancellations 
and for returns of saleable mer- 
chandise. 


2. Production Commitments to Date. 
This will come from a number of 
sources. It will consider inven- 
tory carryovers, both of work in 
process and finished goods. It 
will give effect to cutting orders, 
with adjustments for overcutting 
and undercutting, as well as for 
seconds produced. 


3. Balance Needed to Cut. This will 


be the difference between ‘Sales 


Orders to Date” and “Production 
Commitments to Date.” 
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This will 
consider opening inventory, both 
of work-in-process and _ finished 
goods. It will also reflect the quan. 
tities reported cut on cutting re. 
ports. 


4. Actual Cut to Date. 


5. Balance on Open Cutting Orders, 
This will be the difference between 
“Production Commitments to 
Date” and “Actual Cut to Date.” 


6. Delivered to Finished Stock to 
Date. This will consider opening 
inventory of finished goods. It 
will also take into account the 
quantities reported completed on 
completion reports from the plant. 
Note that these completion reports 
should be ok’d for receipt by the 
finished goods stockroom. 


7. Balance in Process. This will be 
the difference between “Actual Cut 
to Date” and “Delivered to Fin- 
ished Stock to Date.” 


8. Shipments to Date. This will come 
from a tabulation of sales invoices 
and credit memos. 


9. Balance in Finished Stock. This 
will be the difference between “De- 
livered to Finished Stock to Date” 
and “Shipments to Date.” 


The Order Balance Record outlined 
above is intended for use by a Merchan- 
dise Manager who wants to watch the 
progress of shipments. If he is not con- 
cerned with this, Shipments to Date and 
Balance in Finished Stock can_ be 
omitted. 


This record can be used for control 
both over production and over inver- 
tories. However, if it does not include 
shipments and finished stock balance, a 
tabulation of unshipped customer orders 
at the inventory date will make it pos- 
sible to reconcile the Order Balance 
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Record with a physical inventory of 
finished goods. The reconciliation may 
be made as follows: 

Delivered to Finished Stock (6, 


above. Includes opening inven- 


BOTY) ccccccccccccccorceess XX 
Less: Computed Shipments— 
Sales Orders to Date (1, 

CED fo ene bees Xx 
Less: Unshipped Orders xx 
Computed Shipments ....... XX 

Computed Inventory ...... XX 


As a further control, the Accounting 
Department will make its own reconcila- 
tion of work-in-process and _ finished 
goods. This will be done from sources 
other than the Production Department 
records. The source documents will not 
have been routed by way of the Pro- 
duction Department. This reconciliation 
will be made for the total garments of 
each major category. It will show: 

Opening Inventory of Work-in- 


FONE: bo dacesndaesaces avs xx 
Cuttings Reported—From Cut- 
er rere rere Xx 
Total Put into Process ......... Xx 


Less: Delivered to Finished Stock 
—from completion reports ... xx 


Computed Work-in-Process 
a, eer ee xx 


Opening Finished Goods Inven- 


COTY 2. cecscccceccsccscece xx 
Delivered to Finished Stock— 

from completion reports ..... xx 
Total Merchandise Available ... xx 


Less: Shipments—from sales in- 
voices and credit memos (in- 
cluding samples, give-aways, 
no-charge shipments, etc.) ... Xx 


Computed Finished Inventory xx 


This still leaves one link to complete 
the Accounting Department’s chain of 
controls. This is the tie-in between fabric 
reported cut and garments reported cut. 
For this, it will be necessary for the 
Accounting Department to obtain an 
estimate of yards per garment of each 
category from the Production Depart- 
ment. This conversion factor will be 
applied to the garments reported cut of 
this category. The estimated yardage 
will be compared with the yardage re- 
ported cut. A reasonable overage or un- 
derage is to be expected, but a substan- 
tial underage will show either a shortage 
or a serious waste in cutting. 


It is also worth noting that many ap- 
parel manufacturers will set up an Ac- 
counting Department control over direct 
labor to see that it bears a reasonable 
relationship to production. This control 
will be based on the estimated direct 
labor cost per garment for each stage of 
processing, in each garment category 
where this cost would differ. The Ac- 
counting Department will make periodic 
reconciliations of estimated and actual 
direct labor costs in relation to produc- 
tion. These reconciliations will show up 
inefficiency in labor utilization or padded 
payrolls, localized by department or 
operation. 
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By Sou Berestetn, C.P.A. 


Developing a Client's Insurance Program 


This paper presents a case study showing how an accounting firm 


reviewed the existing insurance coverage of, and assisted in the development 


of an insurance program for, one of its clients. 
In addition to providing appropriate protection against existing 
risks, both a substantial refund and a reduction of premium cost 


were effected in the instant case. 


I have found no better way to bring 
to a new client’s attention the fact that 
a CPA can be of assistance to manage- 
ment, in addition to the usual auditing 
and tax service, than by demonstrating 
knowledge of insurance matters. Fre- 
quently, this knowledge results in sub- 
stantial economies and, in many in- 
stances, in large insurance refunds; it 
thus furnishes proof that the account- 
ant can be a versatile business adviser. 

There are two major reason why the 
accountant should be well informed on 
insurance matters: 


1. He is often called upon, in the 
regular course of an audit, to deter- 
mine whether there is adequate in- 
surance coverage to protect the cli- 
ent against insurable losses of all 


kinds. 





Sou BeresteIn, C.P.A., is a part- 
ner of the firm of Eisner & Lubin. 
He is presently serving on the Com- 
mittee of Management Services by 
Certified Public Accountants of both 
the American Institute of Account- 
ants and of the New York State 
Society of Certified Public Account- 
ants. 

This paper was presented by Mr. 
Bergstein at a panel discussion on 
Management Advisory Services, 
which took place on June 5, 1956, 
at the Twenty-third Annual Confer- 
ence of the Society, held at Pocono 
Manor Inn, Pocono Manor, Pa. 
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2. It is not uncommon for clients, 
especially operators of small busi- 
nesses, to look to the accountant for 
competent advice on insurance mat: 
ters. 


For purposes of this paper, I shall 
outline briefly what actually was done 
to review the insurance coverage and 
assist in the development of an insur. 
ance program of a particular client. 
This work was undertaken as part of 
the initial audit, under the direct super- 
vision of the partner in charge of the 
engagement. 


The Insurance Audit 


The insurance in force was analyzed 
under four major categories: 


1. Compensation insurance. 


2. All other general insurance. 
3. The pension plan. 
4. Life, group life, accident and sick- 


ness insurance. 


Check lists were developed for each 
category listing the items to be reviewed 
thereunder and the exposures that could 
be protected against by insurance. 


Compensation Insurance 

The items covered by the compensa- 
tion insurance check list were as fol- 
lows: (I have used compensation in- 
surance as the example because this 
is very frequently the largest single 
item of business insurance expense and 
will be encountered on practically every 
engagement). 
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Developing a Client’s Insurance Program 


(a) Premium Charged by Carrier 


1. Was the total amount of the 
payroll per the audit report of the car- 
rier in agreement with the client’s pay- 
roll records? 

2. Were salaries in excess of an 
average of $100 per week per employee 
eliminated ? 

3. Was the premium portion of over- 
time payments eliminated? 

4. Were salaries of corporate off- 
cers included only to a maximum of 
$5,200, each, for the year? 

5. Were classified into 
proper rate categories? 

6. Was the application of rates made 
in accordance with the terms of the 


salaries 


policy ? 

7. Were all statutory discounts to 
which the client was entitled allowed 
by the carrier? 

(b) Rate 

1. Was the rate calculation sheet 
obtained from the Rating Board and 
checked ? 

2. Was a list of injured employees 
obtained from the carrier showing 
thereon the cost incurred or reserved 
for each one? 

3. Who reviewed this list for reason- 
ableness of costs or reserves? 

4. Are the various classifications as- 
signed by the Rating Board correct? 
Has the possibility been reviewed of 
obtaining different classifications with 
lower rates? 

(c) Coverage—Carrier 

1. If retrospective insurance is not 
carried, has it been considered? 

2. If retrospective insurance is car- 
tied, does the client carry assessment 
insurance? 

3. Have comparative costs been cal- 
culated for coverage from the State 


Fund, Mutuals, Stock Companies, 
Lloyds? 
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4. Has the advisability of self-in- 
surance been considered? With cov- 
erage of excess limits? Or without 
coverage of excess limits? 


(d) Other Points 


1. Has a safety program been estab- 
lished? Who is responsible for it? 


2. Are there facilities for first-aid 
treatments? 


3. Are reports being made to the 
carrier only of reportable accidents? 


4. Who attends compensation claim 
hearings before the Referee? 


Other Insurance 

Some of the more important points 
covered and the questions raised by 
the review of the three other categories 
of insurance were: 


Fire and Use and Occupancy Insurance 

The adequacy of coverage, utiliza- 
tion of reporting forms and coverage 
by carriers specializing in writing in- 
surance on improved risks at reduced 
rates. 


Liability Insurance 

Coverage of all exposures, adequacy 
of limits and possible use of a compre- 
hensive broad-form policy. 


Pension Plan 

Revision of the plan from one with 
individual annuity policies providing 
for death benefits to a self-administered 
plan for pensions with group life cov- 
erage for the death benefits. 


Life Insurance 

Desirability of insurance on the lives 
of the officers and key personnel with 
the client as beneficiary of the policies. 


General 

The possibility of paying premiums 
for liability and transit insurance based 
on sales to simplify record-keeping and 
premium computations. 
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Developing a Client’s Insurance Program 


Analysis of Accountants’ Findings 

After the accountants’ findings were 
discussed informally with the client’s 
Treasurer, who was responsible for in- 
surance, a meeting was arranged to be 
attended by the client’s insurance broker, 
the Treasurer and the accountants. 


The following conclusions 
reached at this meeting: 


were 


1. To retain the actuary recommend- 
ed by the accountants to develop and 
submit costs of a self-administered pen- 
sion plan with the identical benefits of 
the plan then in effect, and to compute 
the reduction in cost that would result 
from the adoption of the accountants’ 
recommendations for modifying the 
plan. 


2. To discuss with the compensation 
insurance carrier and the Rating Board 
possible reclassifications of payroll and 
rate reductions. 


3. To centralize in one insurance 
brokerage office the responsibility for all 
policies written. 


4. To obtain, through the insurance 
broker, costs of insuring uninsured 
hazards; to attempt to obtain fire and 
use and occupancy insurance from a 
carrier specializing in improved risks; 
and to obtain comparative costs, wher- 
ever possible, of insurance coverage 
written with mutuals, reciprocals, 
Lloyds, etc. 


5. To hold meetings to review the 
findings of the actuary and insurance 
broker, so that final recommendations 
could be made to the client. 


Report on the Insurance Audit 


The accountants wrote a letter to the 
client in which the various problems 
and deficiencies developed by their re- 
view of the insurance were outlined. 
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A report of insurance, in loose-leaf 
form, containing the following infor. 
mation, was prepared by types of coy. 
erage. 


1. Insurance carrier. 
2. Amount of coverage. 
3. Rate. 

4. Term. 

a 


Original premiums and changes 

thereto. 

6. Description, in detail, of the cov- 
erage. 

7. Description, in detail, of expos. 

ures not covered. 


8. Problems for continuing review, 
and the reason, where applicable, 
for not covering certain exposures. 


The accountants supplied a copy of 
their check-lists to the client who under- 
took to perform a similar annual review 
of the insurance. Various forms were 
designed by the accountants for the 
preparation of reports showing com- 
parative costs of insurance by type and 
location, changes to buildings that might 
affect rates, accidents to employees 
and others, etc. 


The immediate result of this review 
was a substantial reduction of costs 
and a refund of compensation insur- 
ance resulting from reclassifications by 
the Rating Board and the detection of 
incorrect exclusions from the payroll for 
compensation insurance purposes. In 
addition, the importance of insurance 
was brought home to management, writ- 
ten record was made of the client’s 
policy on various types of coverage, and 
provision was made for regular review 
of the insurance. 


The foregoing case-study pertained 
to a fairly large client. Effective serv- 
ice may be rendered in this field for 
smaller clients by (1) furnishing staff 
men with a check-list of the types of 
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Developing a Client’s Insurance Program 


insurance that clients should carry, (2) 
discussing and explaining the check-list 
and other insurance matters at staff 
meetings and (3) providing for the re- 
view of the staff’s findings by a partner 
or experienced senior staff man. 

The accountant can add to his knowl- 
edge of this important subject by read- 
ing some of the excellent texts that 
are available and by attending special 
college classes devoted thereto. He is, 


also, in the position of being able to 
learn from observing the practice of 
some of his clients. Certainly, compe- 
tence in insurance matters will enhance 
the prestige of the accountant as a busi- 
ness adviser. It will also enable him to 
assist his clients in protecting them- 
selves against insurable losses as well 
as to assist him in the handling of 
certain claims, such as for fidelity, fire, 
and use and occupancy losses. 


LA(JnW_ > 
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Corpus Expenses—A Fiduciary’s Dilemma 


By Irwin M. Turope, C.P.A. 


Under the 1939 Internal Revenue Code, administration expenses charged to 
corpus often did not result in any tax benefit. The appropriate provisions 
of Subchapter J of the 1954 Code attempted to correct this shortcoming, 
However, in so doing, it created another problem for fiduciaries in so far as 
the conflicting rights of income beneficiaries and remaindermen are con- 
cerned. This paper points up the problem, and suggests an equitable solution 
thereto that should avoid a surcharge to the fiduciary upon the judicial 
settlement of his acccunt. 





The 1954 Internal Revenue Code en- to him, but not in excess of the amount 
acted various far-reaching changes in the _ of “distributable net income.” (See IRC, 
taxation of estates and trusts. Applicable — secs. 652 and 662.) It is therefore quite 
to practically every trust, and of critical clear that the income beneficiary benefits 
importance to many, is the treatment taxwise from the fact that the fiduciary 
accorded those administration expenses incurred expenses charged to corpus, | 
which are paid out of corpus, while at 
the same time creating a_ situation Example 1 
fraught with strong possibilities of sur- 


t Caan Income—dividends, rents, 
charge to the fiduciary upon the judicial 


‘ etc. $5,000 
settlement of his account. : . 
wand ; Expenses charged to in- 
Section 643 of the Code introduces a come 100 


new concept, distributable net income. 
Basically this may be defined to mean 
the income, other than retained capital 


Net income paid to benefi- 


gains, reduced by the sum of the admin- sie $4,600 
istration expenses charged to both in- Expenses charged to corpus _ 500 
come and corpus. In turn, the income —— 
beneficiary is required to include in his “Distributable net income” 
taxable income the amount distributed (amount on which in- 


come beneficiary is 
Irwin M. Turope, C.P.A. is also taxed ) $4,100 
a member of the New York Bar. He = 





is currently serving as a member of 

In the above example, under the 1939 
Code, the $500 of corpus expenses would 
not have benefited the income benef: 
ciary and would have been wasted. It 
appears that the Congressional intent was 
to prevent this waste of expense’. 


the Society’s Committee on Fiduciary 
Accounting. 

Mr. Thrope is engaged in public 
practice as a member of the firm of 
Sugarman & Thrope, CPAs. 











1 See Senate Committee Report No. 1622, 83d Congress, 2d Session, page 346: “The effect of this 
limitation is to give the beneficiary the benefit of certain statutory deductions such as trustee's com- 
missions allocable to corpus, which are allowed to a trust under the 1939 Code but which may be wasted 
because the trust distributes all its income and thus has deductions in excess of gross income.” 

The Congressional intent may be further indicated by the statement made at page 341 where the dis- 
cussion pertains to the $300.00 deduction granted a simple trust in lieu of the personal exemption: “Thus 
the deduction may offset small amounts of capital gains which are includible in the gross income of 
the trust but which, for purposes of the fiduciary’s accounting, are allocable to the trust corpus.” 
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Corpus Expenses—A Fiduciary’s Dilemma 


The problem becomes difficult, how- 
ever, where the fiduciary has capital 
gains W hich are allocated to corpus. In 
accordance with the mechanics of the 
Code, the corpus expenses inure to the 
benefit of the income beneficiary at the 
expense of the corpus (remainderman). 


Example 2: 

Same facts as in Example 1, plus 
$10.000 of taxable capital gains. 
Accountingwise there would be in- 

come, as follows: 

Income $4,600 

Corpus ($10,000 - $500) $9,500 
Taxwise there would be income, as 

follows: 

“Distributable net income” 
(taxed to income bene- 
ficiary ) 

Fiduciary’s taxable in- 

(before exemp- 


$ 4,100 


come 


tion) $10.000 


In the foregoing example, under the 
1939 Code, the beneficiary 
would have been taxed on the amount 
he received, $4,600, and the fiduciary 
would have been taxed on $9,500. 


income 


It thus becomes quite evident that 
Congress went astray attempting to cor- 
rect a shortcoming of the 1939 Code. It 
has been suggested that the law ~be 
amended to provide that corpus deduc- 
tions be applied first against taxable in- 
come inuring to the benefit of corpus 
and that any excess of such deductions 
then be applied in determining “dis- 
tributable net income”.? 

Pending the enactment of this badly 
needed amendment, fiduciaries are faced 
with an immediate problem which, in the 
absence of agreement between the in- 
come beneficiary and the remainderman, 


can usually be resolved only by costly 
litigation. At this point the reader may 
be inclined to believe that the signifi- 
cance of this problem is slight, in view 
of the two examples furnished above. 
That the problem can be of major im- 
portance will be illustrated by the case 
cited below. 

In Estate of Eleanor Elkins R:ce® the 
Pennsylvania court was presented with 
the following facts for the year 1954: 
Taxable interest and 
dividends $396,000 
Long-term capital gains 

(100% ) 


Expenses charged to in- 


102,000 


come 154,000 
Expenses charged to 
principal 202,000 


In accordance with the current statu- 
tory provisions, the “distributable net 
income” amounted to $40,000, ($396,- 
000 minus [$154,000 plus $202,000] ), 
and the income beneficiary was taxable 
on this sum although he actually re- 
ceived $242,000 ($396,000 minus $154.,- 
000). On the other hand, the fiduciary 
was taxed on $201,000 (50% of the 
long-term cap‘tal gains), without any 
benefit of the expenses paid out of 
corpus. Accordingly, the fiduciary was 
required to pay a tax of approximately 
$100,000, whereas under the 1939 Code 
there would not have been any tax due 
by him. 

Holding that the income beneficiary 
should reimburse corpus for the amount 
of the tax paid, Judge Taxis stated: 

“The question is whether it (the tax) 

should be paid by principal or income as a 

matter of Pennsylvania trust law. For purely 

arbitrary reasons, the I.R.C. of 1954 says 


that the tax . is payable by the trust, 
rather than by the income beneficiary. 


*See Austin Fleming, One Year of Trust Income Taxation Under The 1954 Code, 33 Taxes 892 (1955), 


at page 894, 

’ Orphans Court of Montgomery County, Pennsylvania, decided February 24, 1956; reported in Phila- 
delphia Legal Intelligencer of March 2, 1956, and Prentice-Hall Wills, Estates and Trust. Service at { 5532. 
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“It must be remembered that this pro- 
ceeding is one concerning the judicial set- 
tlement of accounts of fiduciaries being 
regulated, as it is, by the law of the situs 
of the trust. The Federal tax law does not 
determine the ultimate allocation of the 
taxes under Pennsylvania fiduciary law and 
. . . the equity of charging the trust tax to 
income is apparent. ‘i 
It is interesting to note that although 

the income beneficiary was required to 
pay $100,000 to corpus, he still benefited 
to the extent of some $70,000. But for 
the $202,000 of corpus expenses, his tax 
would have been $170,000 higher; also, 
the fiduciary’s tax was determined under 
the 25% alternative tax computation. 

In his opinion Judge Taxis referred 
to an analagous case decided in New 
York* on the question of those adminis- 
tration expenses of an executor which 
may be deducted on either the estate 
tax return or the fiduciary income tax 
return. In that case it was held, that 
where certain corpus expenses were de- 
ducted on the income tax return instead 
of on the estate tax return (because of 
net tax savings), that income must re- 
imburse principal to the extent of the re- 
sulting additional estate tax. 

In each of the above cases, the equit- 
able results are quite apparent. How- 
ever, there may be certain problems in 
the determination of the adjustment to 
be made. 

Where we are dealing with the prob- 
lem of estate or income tax deductions, 
the computation is quite simple. The 
election to treat a deduction as an in- 
come tax item should result in a tax 
savings to income greater than the loss 
to corpus. Accordingly, income still 
benefits after reimbursing corpus in the 
amount of its loss. (Executors should be 
cautioned not to take income tax deduc- 
tions at the expense of corpus unless 
there is a concurrent agreement with the 


4In re Warms Estate, 140 NYS (2d) 169. 
5See Carter T. 


Trust Bulletin 19 (1956), at page 52. 
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income beneficiary to restore the result- 
ing diminishment of corpus.) 

On the other hand where we are in- 
volved with corpus expenses which auto- 
matically benefit income under the Code, 
there are other factors to be considered. 
It is to be pointed out that in the Rice 
case (supra) there would not have been 
any income taxable to the fiduciary if he 
had had the benefit of the corpus ex- 
pense deduction. In that case, the income 
beneficiary also benefited in excess of 
the tax paid by the trust. Where the 
benefits to income are greater than the 
loss to corpus, income obviously should 
reimburse only to the extent of the cor- 
pus loss. It is quite possible to have a 
situation where the benefits to income 
are less than the loss to corpus. In such 
an instance it is submitted that equitable 
considerations would dictate that income 
should be charged only to the extent 
that it has been benefited. The remain- 
ing loss to corpus is a by-product of tax 
legislation not controllable by the fidu- 
ciary and therefore not his responsibil- 
ity. However, the measurement of bene- 
fits to income may be a difficult problem 
involving a waiting period pending audit 
of the beneficiary’s personal return. 

It has been suggested that the amount 
of the tax adjustment be applied to re- 
duce the amount of income distributed 
to the beneficiary, without any resulting 
reduction in “distributable net income”? 
It is my opinion that any adjustment that 
is made should not be reflected in the 
income accounts. Such an adjustment is 
merely a reduction of the fiduciary’s 
tax based on an equitable correction of 
a statutory shortcoming. 

It is indeed unfortunate that, short of 
litigation, this adjustment is subject to 
the willing cooperation of the income 
beneficiary. 


Louthan, Accounting for Income Taxes as Between Income and Principal, 35 The 
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1956 Legislative Changes 
in Fiduciary Commissions 


By Lawrence Dick, C.P.A. 


This paper presents a careful analysis of the recently-enacted radical 
changes with respect to commissions allowable to executors, administrators, 
trustees, guardians, and committees of incompetents. 


The legislative session recently held 
at Albany enacted two bills of interest 
to those dealing with estates and trusts, 
both of which have been signed into 
law by the Governor, and both of 
which revise very radically the com- 
mission structure regulating fees paid 
to executors, administrators, trustees, 
guardians and committees of incompe- 
tents. Governor Harriman signed the 
first of these bills (dealing with fees 
of executors, administrators and guard- 
ians) on March 6. The second bill 
(dealing with fees of trustees) was ap- 


proved on April 21. 





LAWRENCE Dick, C.P.A. and _ at- 
torney, is a member of the Society 
and has served as a member and 
chairman of its Committee on Fidu- 
ciary Accounting. He is also a mem- 
ber of the American Accounting 
Association and a Lecturer on Fidu- 
ciary Accounting at the Bernard M. 
Baruch School of Business and Pub- 
lic Administration of The City Col- 
lege of New York. Mr. Dick is 
engaged in public practice as a part- 
ner in the firm of Kurz & Kurz, 
Certified Public Accountants. 

This paper was presented by him 
at a technical meeting of the Society 
held under the auspices of the Com- 
mittee on Fiduciary Accounting at 
the Engineering Societies Building 


on April 30, 1956. 











Receiving and Paying Commissions 
for Executors, Administrators, 
Guardians, and Committees 


The increased fees for receiving and 


paying to be paid to executors, admin- 
istrators, and guardians are as follows: 


First $ 10,000 4% 
Next 290,000 214% 
Over 300,000 2% 


A comparison of rates under the new 
law! and the old law, discloses that for 
very small estates, there may be a de- 
crease in commissions. The break-even 
point comes at the level of $3,333.25 
when both the new and old laws yield 
the same fees. Above this level the new 
law will result in higher fees until the 
maximum increase of the new rates 
over the old of $1,630 is reached at 
the $300,000 level. 


You may recall that under the old 
law the short-cut computation for es- 
tates over $50,000 was 2% plus $20. 
Under the new law the short-cut com- 
putation will be for estates over $300,- 
000 and the formula will be 2% plus 
$1,650. 


In addition to the change in rates, 
it is also important to bear the follow- 
ing provisions in mind: 

The effective date of this statute is 
July 1, 1956. 


Executors, administrators or guard- 
ians acting prior to July 1, 1956, are 


*Laws of 1956, Chapter 54 (amending Section 285, Surrogate’s Court Act). 


1956 
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Size of Estate Old Law New Law 

$ 1,000.00 5% $ 50.00 $ 40.00 
2,000.00 100.00 80.00 
B.a00.20 133.33 4% 133.33 
5,000.00 175.00 200.00 
10,000.00 214% 300.00 400.00 
20,000.00 550.00 650.00 
22,000.00 600.00 700.00 
30,000.00 720.00 900.00 
40,000.00 114% 870.00 214% 1,150.00 
50,000.00 1,020.00 1,400.00 
100,000.00 2,020.00 2,650.00 
250,000.00 5,020.00 6,400.00 
300,000.00 2% 6.020.00 7,650.00 
500,000.00 10,020.00 11,650.00 
1,000,000.00 20,020.00 2% 21,650.00 

etc. etc. etc. 


Comparison of Section 285 Commissions 


entitled to commissions under the new 
rates except in the following instances: 


a) If prior to July 1, 1956, the ex- 
ecutor, administrator, or guardian has 
been allowed or has retained both re- 
ceiving and paying commission (at the 
old rates) on any item of principal or 
income, no further commission shall be 
paid with respect to such item. 


b) If prior to July 1, 1956, the ex- 
ecutor, administrator, or guardian has 
been allowed or has retained a receiv- 
ing commission (at the old rates) on 
any item of principal or income, no 
further receiving commission shall be 
paid with respect to such item. 


With respect to committees of incom- 
petents, Section 1376 of the Civil Prac- 
tice Act provides that the committee of 
the property of an incompetent person 
is entitled to the same compensation 
as an executor or administrator. The 
amendments to Sec. 285, therefore, will 
necessarily affect the fees paid to com- 
mittees of incompetents. 


2 Laws of 1956, Chap. 931 (amending Section 285a, Surrogate’s Court Act, Dealing with Testamentary 
Trusts, and Section 1548 of the Civil Practice Act, i 
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Inserted into the text of Section 285 
for purposes of clarification is a clause 
dealing with real estate management 
commissions to the effect that only one 
5% management commission shall be 
allowed regardless of the number of 
executors, administrators or guardians. 
This merely formalizes the rule that 
has been almost universally applied 
heretofore by the various Surrogates 
Courts in New York State. This provi- 
sion parallels one which has heretofore 
been included in Sec. 285a (dealing 
with trustees commissions) except that 
the management commission rate in the 
case of trusts is 6%. 


Trustees’ Commissions—Testamentary 


and Inter Vivos Trusts 


Since both amendments were enacted 
in parallel form, the discussion which 
follows applies equally to trustees of 
both testamentary and inter vivos (or 
living) trusts.” 


Dealing with Inter Vivos Trusts). 
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The new law completely revises the 
fee system for trustees of wills of per- 
sons dying after August 31, 1956, and 
of living trusts established after August 
3], 1956. For trusts created on or be- 
fore August 31, 1956, the same basic 
fee pattern has been retained, but the 


Receiving and Paying Commission: 


First $ 2,000 
Next 10,000 
Over 12,000 


Annual Income Commission: 


First $ 2,000 
Next 10,000 
Over 12,000 


Annual Principal Commission: 


First $ 50,000 
Next 350.000 
Over 400.000 


Maximum Annual Principal Commissions 
for Life of the Trust: 


One trustee 
Two trustees (each) 
Three or more trustees (each) 


In addition to the changes in rates, 
it is also important to bear the follow- 
ing provisions in mind: 


1. The foregoing revised rates will 
apply for trust years ending on or after 


July 1, 1956. 


2. The statute clarifies the situation 
with respect to successor co-trustees. 
Previously, some jurisdictions  (al- 
though not all) had held that a suc- 
cessor co-trustee had to compute his 
initial annual principal commissions on 
a twelve-month basis beginning with 
the date of his qualification, even 
though the trust year or that of his 
co-trustees might be different. If such 
successor co-trustee wished to establish 


*Surr. Ct. Act, Sec. 285-a. 


1956 


of 


rates have been increased. Each 
these is separately discussed below. 


I. Transition Fees for Trusts Created 
On or Before August 31, 19563 


The increased schedule of fees for 
such trusts follows: 


Old Law New Law 
6 % 6 % 
3 % 3% 
2 % 214% 
6 “ 6 % 
3 i 3 % 
2 % 2K 


$1.00 per M* $1.75 per M* 
45 “se “ee 15 ““ oe 
—_— _— 


* Or major fraction thereof 


3% 5 % 
2% 4 % 
2% 3% 


a uniform accounting year for himself 
and his co-trustees, it was sometimes 
held that he had to forego the initial 
annual principal commission for the 
short period. 


This situation has been clarified by 
a provision in the new statute which 
provides for proration of annual prin- 
cipal commissions payable to trustees 
for first or final periods of less than 
twelve months. 


3. The statute simplifies the compu- 
tation of the annual principal commis- 
sion by providing that the value of any 
principal asset when received by the 
trust shall also be its presumptive value 
for the successor trustee or co-trustee, 
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rather than a newly appraised value on 
the date of qualification by the succes- 
sor trustee or co-trustee. 


4. Under the old law, the right to 
multiple income commissions by co- 
trustees was fixed by reference to the 
gross value of the principal of the 
trust accounted for. If this gross value 
was $100,000 or more, then multiple 
commissions (up to a maximum of 
three) were allowed for both receiving 
and paying commission and for the an- 
nual income commission. 


The statute has been amended so that 
the right to multiple annual income 
commissions is determined in the same 
manner as annual principal commis- 
sions, i.e., by reference to the value of 
the principal of the trust at the end of 
the period for which annual income 
and principal commissions are payable. 


5. The test with respect to multiple 
commissions for trusts in perpetuity 
(charitable trusts) has likewise been 
changed. Heretofore, in the case of 
charitable trusts, multiple commissions 
were allowed where the value of the 
principal of the trust accounted for was 
$100,000 or more. 


The new law provides that for trusts 
in perpetuity, multiple commissions 
shall be allowed if the income is $4,000 
or more for the trust year. Further, 
the amendment provides that up to 
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three commissions shall be allowed for | 
charitable trusts created prior to April 
1, 1948, and up to two commissions 
shall be allowed for charitable trusts | 
created on or after April 1, 1948, | 


6. . With respect to commissions paid | 
for trust years ending prior to July 1, 
1956, such commission computations 
under the previous law will be left un. 
disturbed. This applies to: 

a) Receiving and paying principal 

commissions 


b) Receiving commissions 


c) Income commissions 
Revised Fees for Trusts Created 
After August 31, 19561 


With respect to trustees under wills 
of persons dying after August 31, 1956, 
and of trusts established after August 
31, 1956, a drastically revised commis. 
sion pattern has been established, as 
follows: 


Il. 





1. One flat commission of 1% for 
paying out all sums of money consti- 
tuting principal, regardless of the size 
of the trust. This will be awarded on 
the settlement of the account only to 
the trustee who acts at the time of such 
distribution. 


2. The chief source of trustees’ com- 
missions will be an annual commission, 
computed as follows: 





First $ 50,000 of principal 
Next 450,000 7 
Over 500,000 - 


$5.00 per M 
2.50 - 
2.00 “cc 6c“ “ 


or major fraction 
ee “ce 








These annual commissions are in no 
way determined by the income col- 
lected, but rather by the value of the 
principal at the end of the period 
being accounted for. The annual com- 
mission is split down the middle so far 
as charges against principal and income 





4Surr. Ct. Act, Sec. 285-b. 
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are concerned, being charged one-half 
to income and one-half to principal. It 
is contemplated, however, that this ar- 
rangement may not be desirable in all 
cases, because the statute reads “unless 
the will otherwise explicitly provides 
the annual commission shall be payable 
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one-half from income and one-half from 
principal” (emphasis added by author). 

There probably will be considerable re- 
examination and redrafting of wills of 
living testators to determine the effect 
of this provision on contemplated testa- 
mentary trust plans. 

In order to retain the annual com- 
mission paid out of income, the trustee 
must furnish to each income beneficiary 
a statement showing receipts and dis- 
bursements of income during the trust 
year, the commission retained out of 
income for that trust year, and the 
basis of calculation. 


To retain the commission paid out 
of principal, the trustee must furnish to 
each principal beneficiary who shall so 
request a statement showing the princi- 
pal assets at the end of the year and the 
commission retained out of principal. 

As under the old law, the trustee may 
retain income commissions only out of 
income received in the trust year for 
If in- 
sufficient income is retained for this 
purpose, the commission will be deemed 
to have been waived. 


A very serious problem will arise in 
those instances where the trust income 
is less than the one-half of the annual 
commission which is payable out of 
such income. This will occur, for ex- 
ample, if a substantial portion of the 
trust res consists of unproductive real 
or personal property. The result could 
be a reduction of the annual commis- 
sion for a particular year by as much 
as 50%, if the language of the statute 
is strictly construed. 


The section of the statute dealing 
with this matter reads as follows: 


“ 


- . . commissions pavable for any 
given trust year shall be allowed and re- 
tained only from income derived from 
the trust during such year and shall not 


5Surr. Ct 


1956 


Act, Sec. 285-b 4. 


be supplied from income on hand in re- 

spect of any other trust year.” 5 

If the Surrogates should construe this 
language liberally, it may be that an 
apportionment formula will develop 
similar to the one presently utilized 
when unproductive property is sold by 
a trust. 

However, it would seem that the 
wisest course would be to avoid specu- 
lation over future judicial interpreta- 
tion by including in every will con- 
taining a trust provision, a clause cov- 
ering the contingency of insufficient in- 
come out of which to pay the one-half 
of annual commission chargeable 
against income. For example, in such 
case, it would appear to be equitable 
to permit the deficiency in the annual 
commission due to insufficient income, 
to be paid out of principal, possibly 
with a further proviso that such de- 
ficiency shall be recouped, in whole or 
in part, out of future trust income. 


Multiple Commissions 

Multiple paying commissions are al- 
lowed where the value of the principal 
accounted for is $100,000 or more, and 
multiple annual commissions are _al- 
lowed where the value of the principal 
at the end of the period for which an 
annual commission is payable is 
$100,000 or more. 

This section of the new statute con- 
tains provisions which parallel those 
previously mentioned with respect to 
proration of the annual commission for 
initial and final accounting periods 
shorter than twelve months and pre- 
sumptive values of principal assets. 


Charitable or Perpetual Trusts 

With respect to charitable trusts (or 
trusts in perpetuity) multiple commis- 
sions are allowed where the income for 
the trust year is $4,000 or more, the 
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multiple commissions being limited to 
two as under the present law. A further 
change has been made with respect to 
trusts in perpetuity as follows: 

Under the old law, no receiving and 
paying commissions are permitted at 
all. The new law provides for the allow- 
ance of a paying commission of 1% 
where distribution of trust assets is actu- 
ally made, except where such distribu- 
tion is to a charity or for charitable 
purposes. These commissionable 
tributions would be to “private” bene- 


dis- 


ficiaries. 


Realty Management Commission 

For ordinary trusts the rule that one 
6%-of-gross-rents management commis- 
sion is allowable to trustees is continued. 
The rule that net rents rather than gross 
rents shall be used in computing annual 
income commissions is_ inapplicable, 
since income no longer serves as a 
basis for computing commissions. For 
trusts in perpetuity, however, this rule 
still applies. 


Accumulations of Income 
One entirely new concept has been 
introduced to cope with a special situa- 


tion created by this new commission 
system. In those situations where ac- 
cumulation of income is permitted (a; 
during the minority of the income bene- 
ficiary), the commission system hereto- 
before discussed does not allow for com- 
missions on income resulting from in- 
vestments of accumulated income. In 
such instances, the trustee is allowed ¢ 
commission on accumulated income, in- 
cluding income derived from the invest- 
ment of accumulated income, at the rate 
of 2% of the first $2,500 of accumulated 
income distributed during the adm‘n’ 
tration of the trust and 1% of all such 
income in excess of $2,500. 

*% * * 

A study of the revised fee structure 
above outlined indicates that the new 
system will prove more liberal only in 
those cases where the duration of the 
trust continues for long periods of time. 
There is one great advantage, however. 
even in the case of a trust for a shorter 
term, in that the commissions will be 
paid to trustees more currently. The 
accompanying schedule shows a com- 
parison of the fees payable to trustees 
for varying durations. 
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Recent Changes in the New York State 
Unemployment Insurance Law 


By Gustav Matrtersporr, C.P.A. 


After reviewing the salient features of certain changes in the New 
York State Unemployment Insurance Law enacted in the 1954 
and 1955 legislative sessions, this paper analyzes and discusses the 
new 1956 amendments of interest to employers and accountants. 


Before discussing the amendments to 
the New York State Unemployment In- 
surance Law passed by the 1956 Legis- 
lature it may be well briefly to review 
the salient features of other recent 
changes enacted in the 1954 and 1955 
legislative sessions. 


1954 and 1955 Amendments Reviewed 


You may recall that in 1954 the law 
was amended to provide that beginning 
with January 1, 1955, employers, regard- 
less of the number of employees, would 
become subject to the law if they were 
subject to the Federal Unemployment 
Tax Act. The revision of the Federal 
Unemployment Tax Act to include em- 
ployers of four or more starting with 
January 1, 1956, instead of eight or 
more as theretofore, accordingly has a 
direct bearing on the New York Law. 





Gustav Mattersporr, C.P.A., is 
Metropolitan Area Field Audit Super- 
visor of the Division of Employment 
of New York State. He has been a 
member of the Society since 1937, 
and is a member of its Committee on 
New York State Taxation. 

This paper was presented by him 
at a technical meeting of the Society 
held on April 9, 1956, under the 
auspices of this Committee, at the 
Engineering Societies Building in 


New York City. 











494 


In the 1955 legislative session the 
Unemployment Insurance Law yas 
amended to provide that beginning with 
January 1, 1956, an employer would be. 
come subject to the law if he employed 
three or more persons in covered em- 
ployment on any single day. The same 
amendment provided that beginning with 
January 1, 1957, employers would be. 
come subject if they employed two or 
more on any single day. The signif. 
cance of these changes is not merely in 
the reduction of the number of em. 





ployees required to render employers | 


subject to the law, but also in that the 
concept of the fifteen or more days was 
dropped. You will recall that prior to 
this year an employer, in order to be- 


come subject on other than a voluntary | 


basis, had to have four employees on ' 


any fifteen days, his subjectivity being 
retroactive to the first of such fifteen 
days. Now, a single day of employment 
of three or more (or, beginning with 
January 1, 1957, a single day of the 
employment of two or more) will render 


an employer subject to the law. Of | 
course, as indicated above, beginning | 


with January 1, 1955, an employer with 
even only one employee in New York 
would be subject to the New York law 
if he was subject to the Federal Unem- 
ployment Tax Act because of additional 
employees in other States. 


There is, however, an exception to the 
concept of three or more (or, next year, 
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two or more) and that is with respect 
to employees in personal or domestic 
service in private homes. As to them, 
four or more are still required but be- 
sinning with January 1, 1956, the fif- 
ieen-day provision was dropped.  Ac- 
cordingly, if a person employs four or 
more domestics on any single day he 
will thenceforth become subject to the 
law. As perhaps an extreme example, 
if an employer who has only one domes- 
tic has a party at his home and employs 
three or more in temporary help he will 
hecome subject to the law, having had 
four employees on one day. 


Now just a word regarding termina- 
tion of liability. The law was amended 
in 1955 to provide that beginning with 
January 1, 1956, if an application to 
cease to be subject to the law is filed in 
the fourth quarter of the year, sub- 
jectivity will cease the following January 
Ist, provided the employer had no more 
than one employee on any day through- 
out the complete calendar year in which 
the application is filed and provided also 
that the employer was not subject to 
the Federal Unemployment Tax Act for 
the said calendar year. If the applica- 
tion to cease is filed in any quarter other 
than the fourth, the employer’s subjec- 
tivity will cease on the first day of the 
next quarter provided he had no more 
than one employee on any single day 
in the whole previous calendar year as 
well as in all the calendar quarters of 
the current year, including the quarter 
in which the application is filed, and 
provided also that he was not subject to 
the Federal Unemployment Tax Act in 
both the previous and the current years. 


It cannot be stressed too strongly that 
if an employer is or becomes subject to 
the law he should register with the Divi- 
sion of Employment without delay. 


-_—_——_. 


Apart from other considerations, if he 
waits until his subjectivity is uncovered, 
as it generally is in due time, he would 
not only have to pay all contributions 
due for the full statutory period plus 
interest at the rate of three-quarters of 
one per cent per month, but he would 
be obliged to pay such contributions at 
the maximum rate without the benefit 
of any possible experience rating because 
his reports will not have been filed on 
time as will be explained later. Th> 
accumulated amount, therefore, could 
easily place the employer in an em- 
barrassing financial position. It should 
also be noted that the amounts due for 
unemployment insurance contributions 
and interest cannot be compromised, 
since there is no authority under the 
law to compromise or reduce in any 
manner any contributions or interest 
found to be due. 


1956 Amendments 


Proceeding now to the 1956 amend- 
ments, it should be explained first of all 
that as of this date, April 9th, none of 
the bills has as yet been signed by the 
Governor, but there is every reason to 
expect that they will be approved since 
they were all departmental measures 
and recommended by the State Advisory 
Council.? 


Definition of Capital Stock as Used in 
Connection with “Principal 
Stockholders” 

The first bill concerns itself with 
“principal stockholders” which has been 
in the law in one form or other since 
1951. You may recall that as it now 
stands, the law provides that contri- 
butions are not to be paid on compen- 
sation paid by a corporation to em- 
ployees who are principal stockholders 
unless such compensation is taxable 
under the Federal Unemployment Tax 


1 All the bills referred to have since been approved. 


1956 
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Act. The law defines a principal stock- 
holder as one who owns _ twenty-five 
per cent or more of the capital stock 
of the corporation. Heretofore, no dis- 
tinction was made between different 
classes of capital stock and where sev- 
eral classifications of stock were in- 
volved it was sometimes difficult to 
determine whether or not an employee 
or an officer was or was not a principal 
stockholder. The new amendment de- 
fines capital stock to mean only the 
voting stock of the corporation issued 
and outstanding and further provides 
that in the event several classes of stock 
had been issued which are accorded 
diflerent voting rights per share. the 
status of an employee as a_ principal 
be determined by the 
percentage of the total vote of all issued 
and outstanding voting stock repre- 
sented by his shares. In other words, 
the ratio is determined by the number 
of votes. This amendment will become 
effective July 1, 1956. 


stockholder is to 


Uniform Two-Year Limitation for 
Corrections or Modifications of 
Experience Rating Factors 
The second hill which I should like 

to discuss is directed toward what may 

be considered an inequity in the cur- 
rent law. As you may know, the status 
of the Unemployment Insurance Fund 
on July Ist (called the computation 
date) determines which group of con- 
tribution rates are to apply the follow- 
ing year to employers who qualify for 
experience rating. The specific rate for 
each qualified employer is based on his 
individual experience as a member of 
the system. This experience is reflected 
in what is known as the “employer’s 
experience factor” which, in turn, is a 
composite of four different factors, 
namely, a “benefit factor,” a “quarterly 
factor,” an “annual factor” and an “age 
factor.” Without going into detail, it 
may be said that such items as total 
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remuneration, taxables wages. timely 
contribution payments, experience rat- 
ing charges for benefit payments to 
former employees and length of sub. 
jectivity play a part in the computation 
of the various factors. 


The present law provides that for | 


the purpose of a decrease in an em. 
ployer’s contribution rate, corrections 
or modifications of any of the factors 
shall not be taken into account unless 
they are established on or before the 
“effective date” (December 31st prior 
to the year to which the rate applies), 
This gave the employer only six months 
from the computation date, July Ist, to 
establish any corrections or modifica- 
tions necessary for a decrease in his 
rate for the following year. On the 
other hand, the law allows four years 
from the effective date for the estab- 
lishment of any corrections and modi- 
fications which would result in an in- 
crease in an employer’s experience rate, 
except that there is no time limitation 
where fraudulent reports were filed. 
This created a double standard which 
the new amendment seeks to eliminate 
by providing for a uniform two-year 
limitation for corrections or modifica- 


tions of experience rating factors, irre- | 


spective of whether they result in up- 
ward or downward revisions of ex- 


perience rates, the time again being | 
determined in each case from the effec- 
tive date, December 31st. The exception | 


with regard to fraudulent reports re- 
mains in the law. This will likewise 
become effective July 1, 1956. 


Extension of Experience Rating 
Before taking up the next amend- 
ment, it is felt that a bit of background 
would be helpful. As you are aware, 
the Federal Unemployment Tax Act 
(now Chapter 23 of the Internal Rev- 
enue Code of 1954) imposes on employ- 
ers of four or more (formerly eight 
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or more) an excise tax of three per 
cent on the first $3,000 of each em- 
ployee’s remuneration. Against this tax, 
employers are permitted to credit the 
amount of contributions paid under the 
Unemployment Insurance laws of States 
which meet certain requirements as set 
forth in Section 3304 of the Act. Obvi- 
ously all States make sure that their 
laws comply with the Federal require- 
ments to avoid subjecting employers in 
such States to double taxation. Under 
another provision of the Act, employ- 
ers are permitted a further credit corre- 
sponding to the savings in Unemploy- 
ment Insurance contributions resulting 
from experience rating provided the 
State’s law meets certain other require- 
ments as set forth in Section 3303 of the 
Act. If it were not for this provision 
in the Federal law, employers subject 
to the Federal Act would derive no bene- 
fit from experience rating since the sav- 
ings accruing from lower contribution 
rates would have to be paid to the Fed- 
eral Government. For this reason, also, 
all States are very careful to make sure 
that the experience rating provisions of 
their laws meet the Federal require- 
ments. 

Until 1954 the Federal Unemployment 
Tax Act included as one of the require- 
ments for allowance of the additional 
credit a provision that employers must 
have at least three consecutive years of 
experience to qualify for reduced con- 
tribution State laws which in- 
corporated experience rating provisions 
accordingly followed suit. In the latter 
part of 1954 the Act was amended by 
Congress to sanction the allowance of 
reduced contribution rates to employers 
who had at least one year of the required 
experience immediately preceding the 
computation date. A bill to take ad- 
vantage of the enabling provisions of the 
Federal law was introduced in the 1955 
Legislature. After the bill had passed, 


1956 


rates. 


the United States Department of Labor 
indicated that serious questions of con- 
formance with the Internal Revenue 
Code existed. Although it was in techni- 
cally correct form, the bill as passed 
had to be disapproved since the Legisla- 
ture had already adjourned. 

The 1956 enactment meets the objec- 
tions raised by the Federal Bureau of 
Employment Security. Following is a 
comparison of the requirements for ex- 
perience rating qualification between the 
old and new laws: 


1. Under the old law an employer had 
to have fourteen quarters of liability 
prior to the computation date, July Ist. 
Under the new law he has to have five 
quarters of subjectivity prior to the 
computation date. Strictly speaking, 
the amendment refers to experience with 
respect to unemployment throughout not 
less than four consecutive completed 
calendar quarters immediately preceding 
the computation date, but in order to 
have had such four quarters of experi- 
ence, the employer must have been sub- 
ject during at least a part of the imme- 
diately preceding quarter. In other 
words, an employer who becomes subject 
in the second quarter can qualify for 
an experience rating computation as of 
July 1st of the following year. 


2. The old law also provides that the 
employer must have paid some remuner- 
ation in the calendar year preceding the 
computation date, whereas the new law 
provides that he must have paid some 
remuneration in the fiscal year preceding 
the computation date, namely from July 
lst of the previous year to June 30th of 
the current year. 


3. The old law provides that the em- 
ployer must have filed all contribution 
reports for the required fourteen quar- 
ters on or before September 30th after 
the computation date, whereas the new 
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law provides that he must have filed 
all required contribution reports for the 
three fiscal years preceding the compu- 
tation date on or before September 30th 
following the computation date. 


4, There are no changes in the pro- 
visions barring qualification if any nega- 
tive balance in an employer account was 
transferred to the General Account in 
the twelve consecutive calendar quarters 
preceding the computation date, or if 
any balance in a lapsed employer ac- 
count was transferred to the General 
Account. 

This amendment will likewise become 
effective on July 1, 1956. 

Requirement to “File All Reports” 

Basic to Qualification for 

Experience Rating 

At this point, I should like to clarify 
a matter which has been the subject of 
fairly widespread misunderstanding. You 
will note that in order for an employer 
to qualify for experience rating under 
both the old and new law, he must have 
“filed all reports” which is certainly not 
the same as saying that he must have 
paid all contributions. My reason for 
stressing this is that every so often we 
come across an employer who indicates 
that he didn’t file his reports because 
he didn’t have the money to pay the 
contributions. Thereby he eliminates 
any possibility of a more favorable con- 
tribution rate for the ensuing year. This 
was one of my reasons for underscoring 
the importance of prompt registration 
with the Division of Employment in th 
event of subjectivity. If there is any 
question as to his status, an employer 
should contact the Division for a deter- 
mination. 


Timely Payment of Contributions 
Necessary to Assure Lowest 
Contribution Rate 
There is, however, a further facet of 

experience rating to bear in mind. Al- 
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though an otherwise qualified employer's 
contribution ,rate for the following year 
will be computed as of July 1st provided 
the required reports were filed on time 
as indicated above, it should be noted 
that the amount in the employer’s ac. 
count on July Ist, the computation date, 
is a significant factor in determining 
the said rate. You will recall that to 
facilitate the computation of individual 
contribution rates, an account is main- 
tained with each employer in the system. 
To this account are credited all con. 
tributions paid (provided they are paid 
on time as will be explained shortly) 
and to it are debited such benefit pay- 
ments to former employees as are 
chargeable to the employer in accord- 
ance with the procedure set forth in 
the statute. Employers have no vested 
rights whatever in any credit balances 
in their accounts nor are they assessable 
with any debit balances. The import: 
ance of the amount in the employer's 
account derives from what is known as 
the “employer's account percentage” 
which is defined as the credit balance in 
the employer’s account on July 1st stated 
as a percentage of his total payroll for 
the last calendar year. The employer's 
benefit factor, which is generally the 
most significant factor in determining 
his contribution rate, is dependent on 
his account percentage. It is according: 
ly to the employer’s distinct advantage 
to have his account reflect the maximum 
balance on the computation date. To 
achieve this, it is not enough that all 
the contributions due have been paid. 
The law requires that unless such pay- 
ments are made within sixty days of the 
due date they are not to be credited to 
the employer’s account but to what is 
known as the General Account, except 
if the payments were made prior to 
determination and demand by the Com- 
missioner. Payments credited to the 
General Account are not and cannot be 
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included in computing the employer’s 
account percentage or contribution rate. 
It is important, therefore, not only that 
reports be filed by September 30th to 
qualify an employer for experience 
rating, but also that all contributions be 
paid within sixty days of their respective 
due dates (January 3lst, April 30th, 
July 31st and October 31st) in order to 
assure the maximum account percentage 
and thereby the lowest contribution rate. 


It should also be noted that if an 
employer is disqualified because of fail- 
ure to file delinquent reports by Sep- 
tember 30th, he will have another op- 
portunity to qualify the following year. 
On the other hand, any contribution pay- 
ments not credited to his account be- 
cause of late payment as mentioned 
above can never be used for experience 
rating purposes. Moreover, a timely 
payment could very well avoid a negative 
balance on a subsequent computation 
date. As indicated above, such a nega- 
tive balance would disqualify an em- 
ployer from experience rating for a full 
three years. 

It should hardly be necessary, there- 
fore, to dwell any further on the ad- 
vantages to employers of timely pay- 
ments except, perhaps, to point out that 
the sixty-day period of grace does not 
apply to the assessment of interest. 
Relief of Certain Employers from 


Payment of Subsidiary 
Contributions 


Before discussing the next amend- 
ment, I believe it would be well to 
examine the General Account in some- 
what greater detail. The Unemployment 
Insurance Fund, to which employers pay 
their contributions, comprises a large 
group of individual employer accounts 
and one General Account. The purposes 
of the General Account are: 

1. To absorb charges for benefit pay- 
ments which are not chargeable to a 
particular employer, As a simple ex- 


1956 


ample, if a claimant who had only 
twenty weeks of covered employment in 
his base period receives twenty-six weeks 
of benefits, the last six weeks would be 
charged to the General Account. 


2. To absorb “negative” balances in 
employer accounts. The law requires 
that on each July Ist all “negative” or 
debit balances in individual accounts be 
transferred to the General Account so 
that no employer account starts with a 
debit balance on July 1st. 


3. To be credited with late contribu- 
tion payments as previously detailed. 


4. To receive transfers of balances of 
lapsed employer accounts, i.e., where 
no wages for employment in New York 
have been paid during four consecutive 
calendar years. 


5. To be credited with earnings on 
moneys in the fund, and 


6. To be credited with annual con- 
tributions on students’ and dismissal 
wages. 


It should be explained that interest 
and penalties collected are credited to a 
special fund separate and distinct from 
the Unemployment Insurance Fund. 


As it now stands, the law provides 
that if on any June 30th the General 
Account balance is less than 114% of 
the total payrolls of all employers in 
the preceding calendar year, a subsidi- 
ary contribution over and above the 
regular contribution is to be assessed 
the following year against all employers 
liable for contributions. The subsidiary 
contribution rate may be anywhere 
from one-tenth of one per cent to one 
per cent, depending on the General 
Account percentage. The specific rate 
is determined from a table in the law 
and applies uniformly to all employers. 


The amendment relieves from subsidi- 
ary contributions all employers subject 
during less than the five quarters pre- 
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ceding the computation date on the 
theory that such employers could not 
have contributed to the insufficiency 
of the General Account. The result is 
that only those employers whose period 
of subjectivity is sufficient to qualify 
them for experience rating would be 
exposed to subsidiary contributions. 
This does not mean that only qualified 
employers would be liable for subsidiary 
contributions since, it will be remem- 
bered, employers can be disqualified 
from experience rating for reasons 
other than an insufficient period of 
subjectivity. This amendment becomes 
effective upon approval.” 


Although no subsidiary contributions 
have heretofore been necessary it is 
now quite evident that the General 
Account percentage on June 30, 1956, 
will be such as to require a subsidiary 
contribution of three-tenths of one per 
cent in 1957. The amendment will serve 
to exempt from such contribution em- 
ployers whose subjectivity dates from 
the third quarter of 1955 or thereafter. 


Treatment of Federal Funds Transferred 

to New York State Pursuant 

to the Reed Act 

The final amendment which I should 
like to discuss also requires a bit of 
background. 


At the time the State-Federal Employ- 
ment Security Program was initiated it 
was generally supposed that all of the 
taxes collected under the Federal Un- 
employment Tax Act were to be used 
to finance the administrative expenses 
of the program. However, over the 
years it developed that after appropria- 
tions for this purpose a surplus re- 
mained in the General Fund of the Fed- 
eral Government. In 1954, Congress en- 
acted the Employment Security Financ- 
ing Act of 1954, commonly known as 


* This bill was approved on April 10, 1956, 
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the Reed Act, which earmarks taxes col. 
lected under the Federal Unemployment 
Tax Act. It provides that the excess of 
collections over and above administra. 
tive expenditures is to be automatically 
appropriated and transferred to the Fed. 
eral Unemployment Trust Fund. Of 
such excess, up to $200 million is set 
aside in a “Federal Unemployment 
Account” for the purpose of advances 
to States for benefit payments. Any 
excess above the $200 million as of any 
July 1st is to be transferred to the credit 
of the States’ accounts in the Unem-. 
ployment Trust Fund. Each State’s 
share is based upon the ratio between 
the covered payrolls in the particular 
State and the total of all covered pay- 
rolls in all the States. 


The Reed Act provides that the money 
so transferred may be used only for 
payment of unemployment benefits and, 
subject to certain limitations, for ad- 
ministrative expenses of the States’ Em- 
ployment Security Programs. Among 
other conditions, specific legislative ap- 
propriation, both as to amount and pur- 
pose, is required where any of the 
money is to be used for administrative 
expenses. 


The first Reed Act funds will be 
available for distribution as of July 1, 
1956. It is expected that the surplus 
will be about $32 million and_ that 
New York’s share will be between $3 
and $4 million. 


Essentially, the purpose of the amend- 
ment to the New York Law is to imple- 
ment the Reed Act. It provides that 
the moneys transferred to this State's 
account under the Act shall be part of 
the New York State Unemployment In- 
surance Fund, that they are to be cred- 
ited to the General Account and that the 
General Account is to be debited in the 
event of any legislative appropriation 
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for administrative expenses. The amend- 
‘ment will become effective upon ap- 


proval.® 


It may be interesting to note that 
since the Reed Act money will be trans- 
ferred as of July 1st, the computation 
date, it may become a factor in deter- 
mining the contribution rates for the 
| following year because of its effect on 
the “Size of Fund Index.” This is 
merely the lesser of the percentages 
obtained by dividing the moneys in the 
New York State Unemployment Insur- 
ance Fund on July Ist alternately by the 
total of all payrolls for the preceding 
calendar year and by the average of 
the totals of all payrolls for the pre- 
ceding three calendar years. It is this 
index which determines which of the 
eight experience rate columns incorpo- 
rated in the law is to be used for the 
following year. For example, the 1956 
contribution rates for employers who 
qualified for experience rating range 
between 0.5% and 2.7% as set forth in 
the sixth column because the latter com- 





3This bill was approved on April 20, 1956. 


prehends the size of fund index com- 
puted on July 1, 1955. 


Since the Reed Act money is to be 
credited to the General Account, it could 
also affect subsidiary contributions. Ap- 
parently, however, the effect would not 
be immediate since the need for and 
extent of subsidiary contributions is 
based on the status of the General Ac- 
count on June 30th whereas the transfer 
under the Reed Act is not made until 
July 1st. 

* * * 

This sums up the amendments which 
may be of interest to employers and 
accountants. I hope this exposition has 
contributed to a better understanding 
of the law as weil as of some of the 
problems which confront its administra- 
tors. If I have elaborated a bit, it is 
because I believe accountants are also 
interested to some extent in the back- 
ground and ramifications of the legis- 
lation which may affect their clients and 
with which they may from time to time 
be called upon to deal. 


LA(Jn_» 


1956 
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Conducted by BenyaMin Harrow, C.P.A. 


Limitation Period Under Article 9A . 


Taxable Year of a Partnership. 


Limitation Period Under Article 9A 

Section 212(1) of Article 9A reads in 
part as follows: “The Tax Commission 
shall audit and state an account within 
five years after a report is filed for any 
tax imposed by this article . . .” If the 
Tax Commission takes no action within 
five years, the report is deemed audited 
and stated and “shall be final for all 
purposes.” 

Is the five-year period affected by a 
report of changes in net income resulting 
from changes made by the federal gov- 
ernment? Section 211(3) of Article 9A 
requires a taxpayer either to report such 
change within 90 days or on its next 
report, “and shall concede the accuracy 
of such determination or state wherein it 
is erroneous.” 

Consider this situation: The federal 
government increases the net income of 
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a corporation for the year 1945 in 1947, 
On its next report to the State Ta 
Commission filed on May 15, 1948, the 
taxpayer reports the action of the fed. 
eral government and states in detail the 
changes resulting in the increased jp. 
come. Suppose the Tax Commission 
takes no action until 1954. Is it barred 
by the five-year statute of limitation 
from assessing and collecting an addi. 
tional tax? 

Article 600 of the Regulations pro. 
vides that a change in federal net in- 
come must be reported to the Tax Com: 
mission, and then adds this sentence, 
“At any time thereafter the State Tax 
Commission may reaudit and restate the 
account or recompute and reassess the 
tax...” This language is misleading 
since it would seem to conflict with the 
provision in the law requiring an audit 
and statement of the account within five 
years. However, the collection of the 
tax is another matter. There is no time 
limitation in the law for the collection 
of a tax shown to be due by the repor! 
filed. That is probably what the regu: 
lation means. As applied to the illustra- 
tion given above, if the federal change 
in net income for 1945 was reported in 
1948, the State Tax Commission could 
audit the issue presented by the federal 
change within five years of 1948. Other 
issues in the report filed in 1948 would 
have to be audited within five years of 
1948. That means that the 1948 report! 
disclosing the 1945 change in net income 
would have to be accepted as filed after 
five years. But any tax due as a resull 
of the 1947 change would still be col 
lectible. 
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New York State Tax Forum 


Taxable Year of a Partnership 


The income tax is based upon an ac- 
counting period of twelve months, either 
a calendar year or a fiscal year ending 
on the last day of any month other than 
December. If a taxpayer with the con- 
sent of the Tax Commission changes his 
accounting period, a separate return is 
required for a fractional part of a year, 
since no return may be made for a pe- 
riod of more than twelve months. Fur- 
thermore the income for the fractional 
part of the year resulting from the 
changeover must be placed on an annual 
basis, since the basis of the tax is a 
twelve-month accounting period. 


There are situations where an ac- 
counting period of less than twelve 
months is permitted. For example, a 
partnership is organized on July 1. It 
may set up its first fiscal period to end 
on the last day of any month. Its first 
return could cover a period of less than 
twelve months. The death of an indi- 
vidual ends his accounting period, and 
the final return could cover a period of 
less than twelve months. But under the 
state law the dissolution of a partnership 
does not end its accounting period. For 
example, suppose a partnership has been 
reporting on a fiscal year basis ending 
June 30. It decides to dissolve and 
actually distributes all of its assets by 
December 31, 1956. The individual part- 
ners are taxed on the distributive share 
of partnership income for the year 
within which the partnership year ends. 


For 1956 the individual partners will be 
taxed on partnership income for the 
period from July 1, 1955, to June 30, 
1956. Will they also be taxed on part- 
nership income for the period from July 
1, 1956, to December 31, 1956? Under 
the state law such income is taxed to 
the individual partners in 1957, even 
though the partnership had dissolved 
and distributed its assets before January 
1, 1957. The State Tax Commission 
adheres to the earlier federal rule that 
a return must be based upon an ac- 
counting period of twelve months. That 
can make an important difference to a 
partner who would prefer to include the 
income for the final period of the part- 
nership in 1956 rather than 1957. 


The federal rule under the 1954 Code 
now provides that the taxable year of 
a partnership will close with respect to 
all the partners if the partnership is ter- 
minated. Termination occurs if no part 
of the business continues to be carried 
on by the partners in partnership form, 
or if within a twelve month period there 
is a sale of 50% or more of the total 
interest in partnership capital or in part- 
nership profits. Generally, the death, re- 
tirement or withdrawal of a partner or 
the sale of his partnership interest, or 
the addition of a new partner will not 
result in the closing of the taxable year 
of the partnership. With respect to a 
partner who sells his entire interest in 
the partnership or whose interest is 
liquidated the taxable year of the part- 
nership does close. 


LA()n 


1956 


503 








Accounting at the S. 


EC 


Conducted by Louis H. Rappaport, C.P.A. 


Omission of Parent Company 
Statements 


Several of the registration and report 
forms required to be filed with the SEC 
call for statements of the registrant par- 
ent company as well as consolidated 
statements of the company and its sub- 
sidiaries. The applicable instructions, 
however, provide that the financial state- 
ments of the parent company may be 
omitted in certain circumstances. Such 
statements, for example, may be omitted 
where the parent company (the regis- 
trant) is primarily an operating com- 
pany and all subsidiaries included in 
the consolidated financial statements are 
“totally-held” subsidiaries. 


Accountants who are familiar with 
Regulation S-X of the SEC know that 
the term “totally-held” subsidiary is not 
the same as a “wholly-owned” subsidi- 
ary. In the regulation a “totally-held” 
subsidiary is defined as follows: 

The term “totally-held subsidiary” means 

a subsidiary (a) substantially all of whose 
outstanding securities are owned by its 
parent and/or the parent’s other totally- 
held subsidiaries, and (b) which is not 
indebted to any person other than its par- 
ent and/or the parent’s other totally-held 
subsidiaries in an amount which is material 
in relation to the particular subsidiary, ex- 
cepting indebtedness incurred in the ordi- 
nary course of business which is not over- 
due and which matures within one year 
from the date of its creation, whether evi- 
denced by securities or not. 

Where a substantial amount of the 
subsidiary’s securities are not owned 
within the consolidated group, the sub- 
sidiary would not be termed “totally- 
held”, and therefore the possibility of 
omitting the financial statements of the 
parent company would not exist. 

The SEC has not elaborated in its pub- 


lished rules and regulations on the mean- 





Louis H. Rappaport, C.P.A., is 
a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s. 
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ing of the word “substantially” in the 
definition quoted above. Whether or not 
parent company financial statements 
may be omitted will depend, in many 
cases, on what constitutes “substantial” 
in this context. 

We had occasion to check this point 
with the Corporation Finance Division 
of the SEC recently, and the Commis. 
sion’s decision may be of interest to our 
readers who are faced with similar situa. 
tions. 

A listed company published its con. 
solidated financial statements to stock. 
holders showing the following: 


Total assets ........ $100,000,000 
Current assets ..... 40,000,000 
Current liabilities .. 17,000,000 
Parent company 

long-term debt .. 20,000,000 
Capital and surplus.. 60,000,000 
Net income ........ 9,000,000 


The company had a_ consolidated 
subsidiary, the minority interest in 
which was $500,000 at the balance sheet 
date. The report to stockholders did not 
contain parent company (unconsoli- 
dated) statements, since neither the 


company nor the certifying accountants | 


thought such statements were either nec- 
essary or desirable. 

If “substantial” is to be measured in 
relation to the subsidiary, then it might 


be held that the interest of outsiders in | 


this subsidiary was substantial. If, how- 
ever, the measurement was in relation to 
the consolidated picture, then it ap- 
peared that the outside interest was not 
substantial. In the circumstances of 
this case, the SEC agreed that holdings 
of outsiders were not of sufficient conse 
quence in relation to the consolidated 
picture to require the submission of 
parent company financial statements, 
and, accordingly, such statements were 
omitted from the report filed with the 
Commission. 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 





ynsoli: | 


r the 
ntants 
Tr nec- 


red in 
might 
ers in 
, how: 
ion to 
it ap. 
as not 


es of | 


dings 
conse: 
‘dated 
on of 
nents, 

were 


h the 


lugust 





Conducted by Max Brock, C.P.A. 





Handwriting Problems 

The Handwriting Foundation, located 
at 1426 G Street, N.W., Washington 3, 
D. C., will send upon request a 13-page 
booklet describing six steps anyone can 
take to write more clearly. Both the 
victims and/or the oppressors should 
undertake to utilize this (or other) 
means of overcoming a serious condition 
that plagues the accounting profession. 


Records Management 

A new profession is quietly develop- 
ing, namely that of records manage- 
ment. Large companies employ archi- 
vists, men and women who devote all of 
their time to the problems of preserva- 
tion and destruction of papers, how to 
file, where to file, and so forth. Ac- 
countants are interested in this field 
because of their own and clients’ prob- 
lems. 

The Records Management Association 
has a New York Chapter at 299 Madison 
Avenue, and accountants who have an 
active interest in the subject can obtain 
membership information from Miss 
Myrtle Mitzenius, c/o Ford, Bacon & 





Max Brock, C.P.A. (N. Y., Pa.) 
is a former chairman of the Com- 
mittee on Administration of Account- 
ant’s Practice of the New York State 
Society of Certified Public Account- 
ants. He is a lecturer at The City 
College of New York in the graduate 
course on Accounting Practice. Mr. 
Block is a member of the firm of 
Anchin, Block & Anchin. 
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Handwriting Problems . . . Records Management .. . 
Interruptions . . . Cost Accounting for a Principal’s Time. 


Davis, Inc., 39 Broadway, New York 
6, New York. The Chapter has an ac- 
tive program for the study and dissemi- 
nation of information in this field. 


Interruptions 

The moaning and groaning by busy 
accountants as they are interrupted by 
telephone calls, and by office and staff 
personnel who pop into their offices 
frequently during the day, might, if the 
sounds could be consolidated, equal the 
roar of Niagara Falls. Here is a con- 
dition that bears materially on the ef- 
ficiency of a practitioner and which 
deserves careful study as to ways and 
means of organizing interruptions so 
as to minimize their effects on one’s 
work program. 

Some practitioners shut off their 
phones between certain hours, except 
perhaps to certain important people. 
They may be “out” or “in conference” 
during this period and it is then that 
they can concentrate on the matters 
pressing for thought and action. 


Staff and office personnel, in some in- 
stances, are expected to inquire as to 
the availability of a principal from the 
telephone operator or a secretary be- 
fore walking into his office. 

Some defensive measures are neces- 
sary but they must be imposed most 
wisely and discreetly because there can 
be serious repercussions from clients, 
staff, and others from inept measures. 
Practitioners who have developed a 
method that is helpful, and would like 
to pass it on to suffering brethren, are 
requested to submit them to the editor 
of this column for publication. 
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Cost Accounting for a Principal’s Time 


To evaluate client profitability it is 
necessary that the chargeable time of 
principals (partners and _ individual 
practitioners) be taken into account. 
Two questions arise in this connection: 
first, what is chargeable time and, 
second, shall the charge be based on 
(a) salary cost, (b) cost plus overhead, 
or (c) cost plus overhead plus profit? 

Upon analysis, it will be found that 
there are no ready answers that have 
universal application. Further, the con- 
clusions with respect to the second ques- 
tion are tied in with the billing policy. 


As to the allocation of a principal’s 
time, the broad categories are the fol- 
lowing: 

1. Directly chargeable time: 

Direct participation 
Supervision 
2. Indirectly chargeable time: 
Client administration (fee mat- 
ters, personnel selection, tim- 
ing, etc.) 


3. General administration 
4. Promotion 
5. Personal 


There undoubtedly are _ instances 
where it is not clearly possible to draw 
a clean-cut distinction between directly 
chargeable supervision time and in- 
directly chargeable general administra- 
tion time. However, the discussion of 
the second question may be of help 
in this respect. 

As to the second question, the answer 
appears to be linked with the billing 
policy, at least in part. In the interests 
of brevity and simplicity, an illustrative 
case is used for analysis purposes. The 
billing policy involves a per-diem rate 
for staff men that covers: 


1. Salary cost 
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Office and Staff Management 


2. Overhead absorption 
3. Profit 


Such activities of the principal as are 
clearly overhead presumably are covered 
by item 2. Therefore the record keep- 
ing need be only such as to aid in the 
determination whether 

costs are being absorbed. 





all overhead © 





Where a principal renders such © 


services as would be rendered by a staff 
member, or furnishes such supervision 
as is required of a partner, that con- 
stitutes directly chargeable time. In 
both cases, the position might properly 


be taken that the charge should cover | 


salary cost (assigning to each principal 
a per-hour basis) plus overhead. One 
conceivably might include the profit 
factor on the ground that, in effect, the 
profit is being earned by the firm and 
that the principal is working for the 
firm. 

On the other hand, in the considera- 
tion of the profit factor regard must 
be given to the profit factor in the staff 
per-diem rate. Is it intended that all 
of the firm’s profit be derived from that 
source? Or, would it be equitable to 
include a profit factor in the principal’s 
directly chargeable time? The answer 
depends, in part, on the adequacy of 
the staff per-diem rate, the salary base 
for the principal, and the extent of the 
principal’s direct participation  gen- 
erally. 

Indirect administration, usually an 
item that is not material, might perhaps 
be covered by item 2 in the staff per- 
diem rate. If not, it should be charged 
on a basis of cost alone, or cost plus 
overhead, if cost is inadequate. 

Though the discussion is necessarily 
sketchy, the implications should be evi- 
dent. Comments by practitioners who 
have dealt with this problem will be 
welcome. 
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Payroll Tax Notes 


' Conducted by SAMUEL S. Ress 


Unemployment Insurance—Discharge of Employee Failing to Join Union, 
¥}1as Required by Union Contract, Deemed Voluntary Quit Without Good 


Cause. . 
Statement . . 
Internal Revenue Service . 


. Unemployment Insurance and Reduction of Benefits for False 
. Federal Withholding Tax Violation Notices Issued by 
. . Former Officers of Corporations Delinquent 


in Payment of Withholding Taxes Subject to 100% Penalty Assessments. 


Unemployment Insurance—Discharge of 
| Employee Failing to Join Union, as 
Required by Union Contract, Deemed 
Voluntary Quit without Good Cause 
The Court of Appeals handed down a 
curious decision early this year on the 
question as to whether an employee who 
was discharged from his job at the re- 
| quest of the union with which the em- 
| ployer had a collective bargaining agree- 
ment, should be deemed a “voluntary 
quit without good cause” and, therefore, 
subject to disqualification from receiving 
benefits for 42 days after the date of 
his separation from employment. The 
Court held that the employee, who had 
| failed to join the union after a 60-day 
trial period had elapsed, and was sum- 
marily discharged by his employer in 
accordance with the terms of the agree- 
ment between the union and the em- 
ployer, was properly disqualified from 
receiving such benefits pursuant to the 





SamueL S. Ress, an Associate 
Member of our Society since 1936, is 
a member of the New York and Mas- 
sachusetts Bar. He has specialized 
in the payroll tax field since the in- 
ception of this type of legislation in 
1936. He is engaged in public prac- 
tice in New York City as a consultant 
on payroll tax problems. 

Dr. Ress is a member of the So- 
ciety’s Committee on New York State 
Taxation and Chairman of the Sub- 
Committee on Unemployment Insur- 
ance, 
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statute. In the Matter of the Claim for 
Benefits under Article 18 of the Labor 
Law, made by Angelo Malaspina, Appel- 
lant, Edward Corsi, as Industrial Com- 
missioner, Respondent, the Court of Ap- 
peals, affirmed the decision of the Appel- 
late Division reported in 285 App. Div. 
564, which reversed Appeal Board Case 
No. 42,606-54. 


The curious part of the decision is 
that the Court of Appeals which should 
concern itself with the law, appears to 
have disregarded the law, because of 
the facts, and the expressed fear that 


“. , . Any other conclusion would seri- 
ously impair the efficiency of union shop 
contracts, particularly in industries where 
employment is seasonal or job mobility 
high, for workers could change jobs at 
frequent intervals without being required 
to join the union in any of them... .” 


The decision appears to be even more 
curious in the light of the expressed 
statutory guide as to the interpretation 
and application of the Unemployment 
Insurance Law as set forth in section 501 
thereof, namely that: 


“. , . Involuntary unemployment is there- 
fore a subject . . . which requires appro- 
priate action by the legislature to preven 
its spread and to lighten its burden. . . .” 


Section 593 paragraph 1.(b) provides 


that 


“ 


. . « voluntary leaving of employment 
shall not of itself disqualify a claimant if 
circumstances have developed in the course 
of such employment that would have justi- 
fied the claimant in refusing such employ- 
ment in the first instance under the terms 
of subdivision (2) of this section; ... .” 
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Subdivision 2. provides that 


“ .. No refusal to accept employment 
shall be deemed without good cause (em- 
phasis supplied) nor shall it disqualify any 
claimant otherwise eligible to receive bene- 
fits if 


(a) acceptance of such employment 
would either require the claimant to join a 
company union or would interfere with his 
joining or retaining membership in any 
labor organization; ... .” 

It would appear that the court went 
astray in confining itself to a considera- 
tion of the question as to whether or 
not the employee’s action was “volun- 
tary”, but without going into the further 
question as to whether or not his action 
was “without good cause” as further 
provided in the statute. . 


This case appears to be a further ex- 
ample of judicial legislation, that re- 
quires legislative correction. 


Unemployment Insurance and Reduc- 
tion of Benefits for False Statement 


A member of the Society has called the 
writer’s attention to a rather serious 
situation involving charges of “wilful 
misrepresentation to obtain benefits” and 
the investigation thereof by the fraud 
squad of the Division of Employment. 


He points out that he was called in 
recently by a claimant who had been 
summoned to appear before the fraud 
investigation unit of the Division of 
Employment. The claimant charged 
with the alleged fraud was called into 
an office and the member of the Society 
who appeared with him was denied an 
opportunity to be present at the inter- 
view. When the claimant came out he 
informed his representative that the in- 
vestigator had had the claimant sign a 
paper wherein he was alleged to have 
admitted that he had collected benefits 
on a certain day when the investigator 
charged the claimant had been employed. 
The claimant told the representative that 
he understood that by signing the paper, 
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he had agreed to return $7.50 in benefit 
allegedly overpaid to him. The member 
CPA read the paper and found that the 
claimant had admitted a wilful mis 
representation to obtain $7.50 in unem. 
ployment insurance benefits, for whic 
he had agreed to a penalty requiring 
him to repay to the. Division of Ep. 
ployment overpaid benefits of $180 fo 
allegedly wrongfully collecting $7.50 in 


benfits. ¥ 


A further investigation of the employ. 
er’s records in the matter by the certified 
public accountant indicated that on the 
date in question the claimant’s time card 
had been punched “in”, but had not 
been punched “out”. Further inquiry 
and scrutiny of the records indicated 
that it appeared highly unlikely that the 
claimant had worked that day. It was 
then determined by the Society member, 
who examined all the time cards in the 
shop for the week in question, that an- 
other employee had _ inadvertently 
punched “in” with the claimant’s time 
card, and had punched “out” on his 
own time card, on which the time “in” 
had been written in by pencil. 


As a result of these efforts a very 
serious injustice was avoided, and the 


erroneous charges were set aside. Simi: 


lar oversights have given rise to charges 
of wage and hour law violations against 
employers, and it is important that prac: 


titioners be mindful of these possibili-| 


ties when faced with similar situations. 


Federal Withholding Tax Violation 
Notices Issued By Internal Revenue 
Service 
The District Directors of Internal 

Revenue have embarked upon a rigid 

enforcement campaign against violators 

of the Withholding Tax payment pro 
visions of the Internal Revenue Code. 

Notices of Penalty provisions of the law 

for failure to deposit taxes, are being 
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Payroll Tax Notes 


issued for each quarter after December 
31, 1954, in which a taxpayer has failed 
to comply with the statute. The Internal 
Revenue Code of 1954 provides that a 
penalty shall be imposed for failure, 
without reasonable cause, to deposit 
taxes as required after December 31, 
1954. This penalty, in general, is 1% 
per month of the amount of underpay- 
ment of the deposit for each month, or 
part of a month during which the under- 
payment continues. Taxes in excess of 
$100 imposed upon the payment of 
wages, are required to be deposited in 
Federal Reserve Banks or local banks 
authorized as government depositaries. 


Both the employer and employee 
contributions, required under the Fed- 
eral Insurance Contributions Act for 
Social Security Taxes as well as the 
Income Taxes Withheld from em- 
ployees’ wages and salaries, must be 
included in the deposit. The deposit 
must be made on or before the 15th 
day of the month following each of the 
first two months in each quarter. No 
deposit need be made for the third 
month of the quarter, which payment 
may be made to the District Director 
of Internal Revenue by check on or 
before the last day of the month fol- 
lowing the third month in the quarter. 
However if the Federal Quarterly Pay- 


roll tax for the quarter is paid in its 
entirety by timely depositary receipts, 
then the taxpayer is allowed an addi- 
tional 10 days following the regular 
filing date within which to file his form 
941, Employers Federal Quarterly Tax 
Report, without being subject to a late 
filing penalty of 5 per cent of the 
amount of tax due for the quarter. 


Former Officers of Corporations Delin- 
quent in Payment of Withholding 
Taxes Subject to 100% Penalty 
Assessments 
Pursuant to new procedures recently 

adopted, the Internal Revenue Service 

has instituted action against present 
and former officers of corporations al- 
leged to have failed to pay withholding 
taxes, by making 100% penalty assess- 
ments against officers deemed to have 
been responsible for the delinquency 
on the part of corporate taxpayers. A 
number of such cases have come to the 
writer’s attention and require expert 
and careful handling on the part of the 
taxpayer alleged to be responsible for 
the delinquency, and for which contin- 
gent liability neither the taxpayer nor 
his accountant may have made any pro- 

vision. Also, it is doubtful whether a 

former officer of a corporate tax delin- 

quent, may claim an income tax deduc- 
tion on his personal income tax return 
for payment of the 100% penalty. 
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Letters to the Editor 0 





MORTON D. KINTISCH | @ 
CERTIFIED PUBLIC ACCOUNTANT a 

58 Columbia Street, Albany 7, N. Y. 

July 6, 1956} 
To the Editor of The New York Certified Public Accountant: Ap 
May I suggest that the CPA Magazine could be improved if all pages were ” 
perforated so that articles and advertisements can be removed easily to be filed or in 
passed along to staff members. 
Yours very truly, Rs 
/s/ Morton D. Kintiscx jit 
(Note: The Editor would be pleased to receive reader reaction to the foregoing suggestion.) prel 
term 
COMMONWEALTH OF PENNSYLVANIA ona 
DEPARTMENT OF REVENUE after 
Harrisburg suar 
July 10, 1956 ai 
To the Editor of The New York Certified Public Accountant: = 
The Tentative Capital Stock and Tentative Franchise Tax must be based on | Com 
the amount of estimated tax reported for the preceding year, or the amount of tax | and 
last settled or resettled for a preceding year, whichever amount is greater. with 
Corporations that did no business in Pennsylvania prior to their 1956 taxable _ 
year, would have no basis on which to compute the Tentative Capital Stock or ved 
Franchise Tax for the taxable year 1956. Therefore, such corporations are not | ,. 
required to file the Tentative Capital Stock or Franchise Tax reports for the taxable | rate 
year 1956. torr 
The law provides that interest or penalty assessed by reason of failure to file -— accor 
a Tentative Report or make a payment shall not exceed an amount equal to interest be ar 
and penalty computed on 80% of the tax liability for the current year as finally pe . 
ate | 


determined. If the Tentative Report is filed on time and a payment made equal to 
80% of the tax as finally determined to be due for the year 1956, no penalty or IN 
interest will be imposed. 


Corporations that have dissolved, merged, consolidated, or withdrawn from | 
Pennsylvania which have filed their final 1956 corporate tax reports, prior to the | 
due date of the 1956 Tentative (July 16, 1956), are not liable for and need not | 
file the Tentative Report. 


Very truly yours, 


/s/ CHar.es S. SELIGMAN 
Director of Corporation Taxes 
For: Gerald A. Gleeson 
Secretary of Revenue 


ae a 


(s 


510 August 
195¢ 








Official Decisions and Releases 
The University of the State of New York 














In THE MATTER ) In THE MATTER 
—— OF THE OF THE 
| Application for the revocation of the Application for the revocation of the 
' authorization and license heretofore authorization and license heretofore 
were | granted to Morris LupMerEr to ( granted to Sipney I. BrucKMAN to 
ed or practice as a certified public account- practice as a certified public account- f 
ant in the State of New York, and for ant in the State of New York, and for 
) the cancellation of his registration as the cancellation of his registration as 
such, and for such other relief as the such, and for such other relief as the 
tion.) | premises warrant j premises warrant 











Upon the records, findings and de- Upon the records, findings and de- 
terminations of the Certified Public Ac- termination of the Certified Public Ac- 
countancy Committee on Grievances, countancy Committee on Grievances, 
after due notice and hearing, and pur- after due notice and hearing, and pur- 
suant to the vote of the Board of Regents suant to the vote of the Board of Regents 
had and taken January 27, 1956; it is had and taken February 24, 1956; it is 


ORDERED, That the determination ORDERED, That the determination 
of the Certified Public Accountancy of the Certified Public Accountancy 
-d on | Committee on Grievances be accepted Committee on Grievances be accepted 
f tax | and sustained, and that, .in compliance and sustained, and that, in compliance 
with the recommendation of said Com- with the recommendation of said Com- 
ae mittee, certificate No. 7014, issued under mittee, certificate No. 6218, issued under 

date of October 7, 1938, to Morris date of December 10, 1937, to Sipney 
ck or LUDMERER, permitting him to practice I. BRUCKMAN, permitting him to practice 
e not as a certified public accountant in the as a certified public accountant in the 
xable "State of New York, and his registration ‘State of New York, be and the same 

or registrations as a certified public hereby is revoked, annulled and can- 
o file | accountant, wherever they may appear, Celed, and that his registration or 
be and the same hereby are suspended registrations as a certified public ac- 





erest 
all for a period of six months from the countant, wherever they may appear, 
pris date of service of this order. be annulled and canceled of record. 
ty or | Iv Wrrvess Wuereor, I, James E. In Witness Wuereor, I, James E. 
Allen, Jr., Commissioner of Educa- Allen, Jr., Commissioner of Educa- 
tion of the State of New York, for tion of the State of New York, for 
from ond on hebell of the State Educe- and on behalf of the State Educa- 
0 the tion Department and the Board of tion Department and the Board of 
d not Regents, do hereunto set my hand Regents, do hereunto set my hand 
and affix the seal of the State and affix the seal of the State 
Education Department, at the City ~ Education Department, at the City 
of Albany, this 3d day of February of Albany, this 1st day of March, 
™ 1956. 1956. 
JaMes E. ALLEN, Jr. James E. ALLEN, Jr. 
Commissioner of Education Commissioner of Education 
_ (SEAL) (SEAL) 
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(Continued from page 467) 


S. E. C. Accounting Practice and Pro- 
cedure 


RONALD 


By Louis H. Rappaport. THE 
1956. 


Press Company, New York, N. Y., 
Pages: xii +555; $15.00. 


Mr. Rappaport’s compilation of S. E. C.’s 
accounting rules, decisions, opinions of the 
Chief Accountant, and a wide variety of in- 
formal rulings alone makes this volume a re- 
quirement for anyone whose practice in- 
cludes frequent filings with the Commission. 
While the decisions and opinions are readily 
available in theory, actually they are too in- 
frequently consulted in connection with each 
specific filing due largely to the absence of 
any digest of them arranged along ordinary 
accounting lines. Mr. Rappaport has done a 
first-rate job of extracting the substance of 
these materials and arranging them in a 
logical form for ready reference and for 
consideration in connection with particular 
accounting concepts. 


To the person who is not familiar with 
S. E. C. procedures or who is confronted for 
the first time with the necessity of filing state- 
ments with the Commission, the book will be 
of major assistance although, as the author 
points out, its content is no substitute for 
reference to the actual S. E. C. regulations 
and forms. Its more than 500 pages also cover 
the major related topics which are involved 
in S. E. C. filings, such as listing applica- 
tions, related annual reports, proxy statements 
and offering timetables. Some of the most 
valuable material comprises the suggestions 
given as to how to cooperate with others who 
must assist in the preparation of the registra- 
tion statement, that is, underwriters, counsel 
and various specialists. The author has been 
liberal in the use of actual examples of many 
kinds of formal documents which may not be 
readily available to most readers as, for ex- 
ample, various forms of letters to underwrit- 
ers, special forms of certificates or consents, 
and like materials. Presumably, these docu- 
ments represent illustrations drawn from the 
practice of the author’s firm. In substance, 
for the most part, they appear to be repre- 
sentative of general practice. However, many 
of the areas covered by these documents are 
still the subject of considerable discussion, not 
only among accountants but also among coun- 
sel, and it can hardly be said that they have 
yet crystallized fully. As a result, in practice 
there are many variations in the approach 
and content of such matters as the so-called 
“comfort” and “conformity” letters, usually 
furnished for the benefit of underwriters. In 
connection with the special letters to under- 
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writers, referred to above, it would have beg 
most interesting if the author’s philosophy 
to the purpose of the particular language ig) 
the letters, and especially the restrictive pow 
tions thereof, had been expanded. 


In a book which for the first time seeks to 
organize a field of this complexity, it 
he expected that subsequent editions will de 
velop some of the areas covered more exten. 
sively and introduce some new avenues ¢ 
approach or analysis. For example, it would 
seem that it might be helpful if more pointed 
comparisons were drawn between the require 
ments for financial statements under the 1933 
and 1934 Acts, At present, the two areas are 
treated separately, and the reader is lar 
left to make comparisons himself. Perhaps 4 
tabular presentation as an appendix would 
integrate the two Acts quite successfully, and 
to it there might also be added the listing re 
quirements of the major exchanges. 


In the technical area, it might be suggested 
that the discussion of “acquisitions” as op-| 
posed to “successions” for the purpose of 
determining what financial statements are to 
be filed might well be integrated with the’ 
discussion on purchases vs. pooling of inter. 
ests, as it is understood the S. E. C. staff 
itself does. 

Again, there are likely to be many who 
would disagree with some of the detail of the 
author’s illustrative program for the review 
of uncertified financial statements, especially 
with respect to the scanning of general ledger 
accounts and similar references to the review 
ing of accounting records. This subject has 
not received a great deal of discussion in the 
literature, and there may be question as to 
whether the suggested scope of review of 
accounting records, which are not confirmed 
by audit examination, is as desirable or essen- 
tial as the program seems to imply. This and 
other similar problems as to the responsibility 
of the auditor for events occurring after the 
date of his certificate but before an effective 
filing with the S. E. C. can be expected to 
receive more attention in the future than they 
have in the past. 

In addition to the textual material, the use 
fulness of the book is greatly increased by 
an elaborate index and an extensive bibliogra- 
phy of published comment on S. E. C. mat- 
ters, as well as an illustrative timetable of 
the steps and deadlines that must he taken 
or met in filing for the sale of securities 
which must be registered with the Commis 
sion. 

Finally, this volume not only will serve well 
the needs of the practitioner but it will 
be a valuable addition to the teaching media 
available in this field. Used in conjunction 
with sample prospectuses, proxy statements, 
and the like, it will provide all that is needed 
as a basis for an advanced or seminar course 
in S. E. C. accounting. 

Wituiam W. WERNTZ 
New York, N. Y. 
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